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General Accounting and Auditing Developments—2014/15

Notice to Readers
This Audit Risk Alert (alert) replaces General Accounting and Auditing
Developments—2013/14.
This alert is intended to provide auditors of financial statements with an
overview of recent economic, industry, technical, regulatory, and professional
developments that may affect the audits and other engagements they perform.
This alert can also be used by an entity's internal management to address areas
of audit concern.
This publication is an other auditing publication, as defined in AU-C section
200, Overall Objectives of the Independent Auditor and the Conduct of an Audit
in Accordance With Generally Accepted Auditing Standards (AICPA, Professional Standards). Other auditing publications have no authoritative status;
however, they may help the auditor understand and apply generally accepted
auditing standards.
In applying the auditing guidance included in an other auditing publication,
the auditor should, using professional judgment, assess the relevance and appropriateness of such guidance to the circumstances of the audit. The auditing
guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on
by a senior technical committee of the AICPA.

Recognition
The AICPA gratefully acknowledges those members of the Auditing Standards
Board and the AICPA Technical Issues Committee, who helped identify the
interest areas for inclusion in this alert.
AICPA Staff
Liese Faircloth
Technical Manager
Accounting and Auditing Publications

Feedback
The Audit Risk Alert General Accounting and Auditing Developments is published annually. As you encounter audit or industry issues that you believe
warrant discussion in next year's alert, please feel free to share them with us.
Any other comments you have about the alert would also be appreciated. You
may e-mail these comments to A&APublications@aicpa.org.
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General Accounting and Auditing Developments—2014/15

How This Alert Helps You
.01 This alert helps you plan and perform your audits and can be used by
an entity's internal management to identify issues significant to the industry.
It also provides information to assist you in achieving a more robust understanding of the business, economic, and regulatory environments in which your
clients operate. This alert is an important tool to help you identify the risks that
may result in the material misstatement of financial statements, including significant risks requiring special audit consideration. For developing issues that
may have a significant impact in the near future, the "On the Horizon" section
provides information on these topics. Refer to the full text of accounting and
auditing pronouncements as well as the full text of any rules or publications
that are discussed in this alert.
.02 It is essential that the auditor understand the meaning of audit risk
and the interaction of audit risk with the objective of obtaining sufficient appropriate audit evidence. Auditors obtain audit evidence to draw reasonable
conclusions on which to base their opinion by performing the following:

r
r

Risk assessment procedures
Further audit procedures that comprise the following:
— Tests of controls, when required by generally accepted
auditing standards (GAAS) or when the auditor has chosen to do so
— Substantive procedures that include tests of details and
substantive analytical procedures

.03 The auditor should develop an audit plan that includes, among other
things, the nature and extent of planned risk assessment procedures, as determined under AU-C section 315, Understanding the Entity and Its Environment
and Assessing the Risks of Material Misstatement (AICPA, Professional Standards). AU-C section 315 defines risk assessment procedures as the audit procedures performed to obtain an understanding of the entity and its environment,
including the entity's internal control, to identify and assess the risks of material misstatement, whether due to fraud or error, at the financial statement
and relevant assertion levels. As part of obtaining the required understanding
of the entity and its environment, paragraph .12 of AU-C section 315 states that
the auditor should obtain an understanding of the industry, regulatory, and
other external factors, including the applicable financial reporting framework,
relevant to the entity. This alert assists the auditor with this aspect of the
risk assessment procedures and further expands the auditor's understanding
of other important considerations relevant to the audit.

Economic and Industry Developments
The Current Economy
.04 When planning an audit, auditors need to understand the economic
conditions facing the industry in which an entity operates, as well as the effects
of these conditions on the entity itself. These external factors, such as interest
rates, availability of credit, consumer confidence, overall economic expansion or
contraction, inflation, and labor market conditions, are likely to have an effect
on an entity's business and, therefore, its financial statements. Considering the
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effects of external forces on an entity is part of obtaining an understanding of
the entity and its environment. Recognizing that economic conditions and other
external factors relevant to an entity and its environment constantly change,
auditors should evaluate whether changes have occurred since the previous
audit that may affect their reliance on any information obtained from their
previous experience with the entity. These changes may affect the risks and
risk assessment procedures applicable to the current year's audit.
.05 During 2013 and into 2014, the U.S. economy continued to recover.
The S&P 500 and the Dow Jones Industrial Average both reached all-time
highs during 2014. The Chicago Board Options Exchange Volatility Index (VIX)
is a key measure of market expectations of near-term volatility conveyed by
S&P 500 stock option prices and is considered by many to indicate investor
sentiment, market volatility, and the best gauge of fear in the market. The
VIX continued to show a steady decline during the end of 2013 and into 2014.
During that time, prices have ranged from 21.44 to 11.36. The volatility shows
there is still some uncertainty; however, the continued downward trend shows
that investors believe the economy and market are improving.

Key Economic Indicators
.06 The following key economic indicators reaffirm the recovery of the
economy during the end of 2013 and the slowing of the recovery into 2014:
GDP, unemployment, and the federal fund rate. The GDP measures output of
goods and services by labor and property within the United States. It increases
as the economy grows and decreases as it slows. According to the Bureau of
Economic Analysis, real GDP increased at an annual rate of 4.2 percent in the
second quarter of 2014, based on the advance estimate (second estimate), but
decreased at an annual rate of 2.1 percent in the first quarter of 2014. The
increase in real GDP in the last quarter of 2013 has been attributed to positive
contributions from personal consumption expenditures and residential fixed
investments, among other factors. The decrease during the first quarter of
2014 is primarily due to decreases in private inventory investment, exports,
and state and local government spending.
.07 From August 2013 to August 2014, the unemployment rate fluctuated
between 7.2 percent and 6.1 percent. A rate of 6.1 percent represents approximately 9.5 million people who are unemployed. Based on the Bureau of Labor
Statistics (BLS), from August 2013 to August 2014, the average employment
growth was 212,000 per month. During that same time period, the number
of long-term unemployed (those jobless for 27 weeks or more) decreased by
192,000, indicating more growth in the economy. Based on the BLS, the number of people employed part-time for economic reasons decreased to 7.3 million
during the second quarter of 2014. Together, these statistics illustrate the
overall improvement in the economy.
.08 The Board of Governors of the Federal Reserve System (Federal Reserve) decreased the target for the federal funds rate more than 5.0 percentage
points, from its high of 5.25 percent prior to the financial crisis, to less than 0.25
percent, where it remains through August 2014. The Federal Reserve indicates
that the target range for federal funds rates of 0.0 to 0.25 percent is appropriate
as long as the unemployment rate stays above 6.5 percent, inflation over the
next two years is projected to be less than 0.5 percent above the 2.0-percent
longer-run goal, and longer-term inflation projections continue to be low.
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Legislative and Regulatory Developments
The Dodd-Frank Wall Street Reform and Consumer Protection Act
.09 The Dodd-Frank Wall Street Reform and Consumer Protection Act
(the Dodd-Frank Act) was signed into law in July 2010 in response to weaknesses in the financial services industry that are believed to have contributed to
the economic recession. The main goals of the reform are to lower the systemic
risks to the financial system and enhance consumer protections.
.10 This reform represents the greatest challenge to financial regulation
since the Great Depression and suggests that the era of hands-off regulation
and increased deregulation of the financial services industry has come to an
end.

Update on Rulemaking Progress
.11 The act implements changes that affect the oversight and supervision
of financial institutions and creates many new agencies. Based on an overview
by the Securities Industry and Financial Markets Association, the Dodd-Frank
Act requires approximately 250 new regulations to be written in the next 2–5
years by various regulatory agencies. The goal of the rulemaking process is to
make sure the final regulations are balanced, consistent with the intent of the
initial legislation, and avoid unintended consequences.
.12 Implementation of the act is far behind schedule. While the act requires nearly 400 rules to be finalized, approximately 200 had been finalized
by the first quarter of 2014. Rules have been proposed to finalize several more.
Rules have not been proposed to meet nearly 100 other rulemaking requirements.
.13 Among many changes, the act resulted in the following:

r
r
r
r

Created new regulations for companies that extend credit to customers
Exempted small public companies from having to engage their
auditors to issue an opinion on internal controls over financial
reporting (Section 404b of the Sarbanes-Oxley Act)
Made auditors of broker-dealers subject to oversight by the
PCAOB
Changed registration requirements for investment advisers

Volcker Rule
.14 Implemented by Title VI of the Dodd-Frank Act, the Volcker Rule
prohibits an insured depository institution and its affiliates from (1) engaging in
proprietary trading, (2) acquiring or retaining any equity, partnership, or other
ownership interest in a hedge fund or private equity fund, or (3) sponsoring
a hedge fund or private equity fund. In essence, the Volcker Rule separates
investment banking, private equity, and proprietary trading sections of banks
from their lending functions.
.15 Named for former Federal Reserve Chairman Paul Volcker, the Volcker Rule prohibits any insured depository institution (a bank, for example)
from engaging in "proprietary trading" of debt and equity securities, commodities, derivatives or other financial instruments. Section 619 of the Dodd-Frank
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Act defines "proprietary trading" as engaging as a principal for the trading
account of a banking organization or supervised non-bank financial company
in any transaction to purchase or sell, or otherwise dispose of any security,
derivative, contract of sale of a commodity for future delivery, option on any
such security, derivative, or contract or any other security or financial instrument that federal banking agencies, the SEC, or the Commodity Futures Trading Commission (CFTC) may determine by rule. The Volcker Rule does permit
trading transactions in government securities in connection with underwriting
or market-making, on behalf of customers, or by an insurance business for the
general account of the insurance company.
.16 The Volcker Rule prohibits insured depository institutions from "sponsoring" a hedge fund or private equity fund, but it does not prohibit banks from
providing advice on such funds. Sponsoring includes serving as a general partner, managing partner, or trustee of a fund; selecting or controlling a majority
of the directors, trustees, or management of a fund; and sharing the same name
of the banking organization or any affiliate or similar name with the fund.
.17 Compliance with the Volcker Rule is required by July 21, 2015. Some
associate the departure of top proprietary traders from large banks with this
rule.

Broker-Dealer Reports
.18 In July 2013, the SEC issued Release No. 34-70073, Broker-Dealer
Reports, which amends its broker-dealer annual reporting, audit, and notification requirements. The amendments include a requirement that broker-dealer
audits be conducted in accordance with the standards of the PCAOB. The
amendments further require a broker-dealer that clears transactions or carries customer accounts to agree to allow representatives of the SEC or the
broker-dealer's designated examining authority (DEA) to review the documentation associated with certain reports of the broker-dealer's independent public accountant and to allow the accountant to discuss the findings relating to
the reports of the accountant with those representatives, when requested in
connection with a regulatory examination of the broker-dealer. Finally, the
amendments require a broker-dealer to file a new form, Form Custody, with its
DEA that elicits information about the broker-dealer's practices with respect
to the custody of securities and funds of customers and non-customers.

Reporting and Audit Requirements
.19 Under the amendments to the reporting and audit requirements,
broker-dealers must, among other things, file with the SEC annual reports
consisting of a financial report and either a compliance report (filed by those
broker-dealers that have custody of customer assets) or an exemption report
(filed by those broker-dealers that do not have custody of customer assets) that
is prepared by the broker-dealer, as well as certain reports that are prepared
by an independent public accountant covering the financial report and the compliance or exemption report. Although the compliance or exemption report and
the related report of the independent public accountant are new requirements,
the financial report must contain the same types of financial statements that
were required to be filed under SEC Rule 17a-5 prior to these amendments
(a statement of financial condition, a statement of income, a statement of cash
flows, certain other financial statements, and required disclosures). In addition,
the financial report must contain, as applicable, the supporting schedules that
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were required to be filed under SEC Rule 17a-5 prior to these amendments (a
computation of net capital under SEC Rule 15c3-1, a computation of the reserve
requirements under SEC Rule 15c3-3 or a statement of exemption thereto, and
information relating to the possession or control requirements under SEC Rule
15c3-3).
.20 In addition to preparing and filing the financial report and the compliance report or exemption report, a broker-dealer must engage a PCAOBregistered independent public accountant to prepare a report based on an examination of the broker-dealer's financial report in accordance with PCAOB
standards. A carrying broker-dealer must also engage the PCAOB-registered
independent public accountant to prepare a report based on an examination
of certain statements in the broker-dealer's compliance report. A non-carrying
broker-dealer must engage the PCAOB-registered independent public accountant to prepare a report based on a review of certain statements in the brokerdealer's exemption report. In each case, the examination or review must be
conducted in accordance with PCAOB standards. The broker-dealer must file
these reports with the SEC, along with the financial report and the compliance
report or exemption report prepared by the broker-dealer.
.21 The broker-dealer's annual reports must also be filed with Securities Investor Protection Corporation (SIPC), if the broker-dealer is a member
of SIPC. In addition, broker-dealers must generally file with SIPC a supplemental report on the status of the membership of the broker-dealer in SIPC.
The supplemental report must include a report of the independent public accountant that covers the SIPC annual general assessment reconciliation or
exclusion from membership forms based on certain procedures specified in the
rule.
.22 The PCAOB-registered independent public accountant must immediately notify the broker-dealer if the accountant determines during the course of
preparing the accountant's reports that the broker-dealer is not in compliance
with the financial responsibility rules or if the accountant determines that any
material weakness exists in the broker-dealer's internal control over compliance with the financial responsibility rules. The broker-dealer, in turn, must
file a notification with its DEA and the SEC under SEC Rules 15c3-1, 15c3-3,
or 17a-11 if the independent public accountant's notice concerns an instance
of non-compliance that would trigger notification under those rules. Under the
amendments to SEC Rule 17a-11, a broker-dealer must also file a notification
with its DEA and the SEC if the broker-dealer discovers or is notified by the
independent public accountant of the existence of any material weakness (as
defined in the final rule) in the broker-dealer's internal control over compliance
with the financial responsibility rules.
.23 The amendments to SEC Rule 17a-5 also require that carrying or
clearing broker-dealers agree to allow SEC and DEA staff, if requested in
writing for purposes of an examination of the broker-dealer, to review the work
papers of the independent public accountant and to allow the accountant to
discuss its findings with the examiners.
.24 The reporting and audit requirement amendments were effective for
all broker-dealers that have a fiscal year ending on or after June 1, 2014. This
includes the amendments relating to the annual report requirements, with the
exception of the requirement to file annual reports with SIPC, which is effective
for fiscal years ending on or after December 31, 2013.
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Updates on the Patient Protection and Affordable Care Act and
the Health Care and Education Reconciliation Act of 2010
.25 The Patient Protection and Affordable Care Act and the Health Care
and Education Reconciliation Act of 2010 are collectively referred to as the
2010 health care reform legislation or the Affordable Care Act (ACA). In June
2012, the Supreme Court upheld the law passed by Congress declaring the 2010
health care reform legislation a key tax provision. The Supreme Court agreed
with lawmakers that it does fall under Congress' authority to make changes
to the tax code. The overhaul of the health care system will affect individuals,
insurance companies, health care providers, and employers.
.26 The three primary goals of the reform are to expand coverage to those
without health insurance, reform the delivery system of benefits to improve
quality, and decrease the costs of providing health care. The various provisions
of the reform will become effective over time, through 2020.
.27 One of the goals of the ACA was to increase the number of people
who have access to affordable healthcare coverage. The ACA mandates that
employers offer appropriate coverage or pay a tax. Penalties in the form of
excise taxes will be levied against employers that choose not to offer coverage.
.28 IRC Section 4980H applies to employers with 50 or more full time
equivalent employees. This determination is made on a calendar year basis
using employee counts from the preceding calendar year. Employees at all
related employers should be included in the count. Full time employees are
those who had an average of 30 or more hours of service per week for the
month. Full time equivalents are all remaining employees' hours for a month
divided by 120.
.29 If coverage is not offered, an excise tax of $2,000 per year per full-time
employee minus 30 employees is levied against the company. The employer
only needs to offer coverage, even if costs are passed to the employee. Although
there may be costs related to administering health coverage, the cost would
not be expected to exceed the excise tax that would be due if no coverage were
offered.
.30 Coverage should be offered to at least 95 percent of full-time employees
(ignoring full-time equivalents but including common-law employees such as
independent contractors and staffing agency individuals) in 2015. Coverage
should be offered to employees and their biological and adopted children. It
need not be offered to spouses or foster or step children.
.31 The offered coverage should provide minimum value and be affordable,
otherwise a $3,000 tax per full-time employee who purchases coverage on an
exchange and receives a premium tax credit will be levied against the company.
This tax is limited to the amount that would have been paid under the $2,000
tax, had coverage not been provided.
.32 Minimum value is defined as the plan paying at least 60 percent of
costs. Affordable coverage is defined as the employee premium for the lowest
cost self-only coverage being less than 9.5 percent of the employee's household
income for the taxable year.
.33 All the requirements discussed previously are effective beginning
in 2016. To allow companies time to implement the requirements, there are
transition provisions for 2015. These include companies with fewer than 100
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employees being exempt and those employers with 100 or more employees only
being required to offer coverage to 70 percent or more employees. In addition, the calculation for the excise tax when no coverage is offered excludes 80
employees rather than the 30 excluded for 2016.
.34 Employers have additional reporting requirements related to the number of employees receiving an offer of health care coverage under IRC Section 6056. Companies are encouraged to consult IRC Section 6056 for more
information.

Audit and Attestation Issues and Developments
The Public Company Accounting Oversight Board
Auditing Supplemental Information
.35 In October 2013, the PCAOB issued Release No. 2013-008 adopting
Auditing Standard No. 17, Auditing Supplemental Information Accompanying
Audited Statements (AICPA, PCAOB Standards and Related Rules, Auditing
Standards). Auditing Standard No. 17 supersedes AU section 551, Reporting on Information Accompanying the Basic Financial Statements in AuditorSubmitted Documents (AICPA, PCAOB Standards and Related Rules, Interim
Standards), which described an auditor's reporting responsibilities for supplemental information, but did not contain audit testing procedures to support
such reporting responsibilities on supplemental information.
.36 Auditing Standard No. 17 applies when the auditor of the company's
financial statements is engaged to perform audit procedures and report on
supplemental information that accompanies financial statements audited pursuant to PCAOB standards. Such supplemental information includes

r
r
r

supporting schedules that brokers and dealers are required to file
pursuant to SEC Rule 17a-5;
supplemental information (1) required to be presented pursuant to
the rules and regulations of a regulatory authority, and (2) covered
by an independent public accountant's report on that information
in relation to financial statements that are audited in accordance
with PCAOB standards; or
information that is (1) ancillary to the audited financial statements, (2) derived from the company's accounting books and
records, and (3) covered by an independent public accountant's
report on that information in relation to the financial statements
that are audited in accordance with PCAOB standards.

.37 Auditing Standard No. 17 covers supplemental information required
by regulatory authorities and supplemental information that is voluntarily
provided when the auditor is engaged to report on that information in relation
to the financial statements as a whole and the financial statements are audited
in accordance with PCAOB standards.
"In relation to" opinion. Historically, when auditors reported on supplemental information, they often expressed their opinions on the supplemental information "in relation to" the basic financial statements
taken as a whole. Audit procedures regarding that supplemental information have generally been performed in conjunction with the audit
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of the financial statements. The standard retains the existing "in relation to" language in the auditor's report; however, it also updates the
report to describe the auditor's responsibilities for the supplemental
information.
Performance and reporting requirements. The standard establishes procedural and reporting responsibilities for the auditor regarding supplemental information accompanying financial statements.
The standard establishes

r
r

r
r

requirements that the auditor perform audit procedures
to test the supplemental information;
requirements that the auditor evaluate the supplemental
information, which includes evaluating (1) whether the
supplemental information, including its form and content,
is fairly stated, in all material respects, in relation to the
financial statements as a whole, and (2) whether the supplemental information is presented in conformity, in all
material respects, with the relevant regulatory requirements or other applicable criteria;
requirements that promote enhanced coordination between the work performed on the supplemental information with work performed on the financial statement audit
and, if applicable, other engagements, such as a compliance attestation engagement for brokers and dealers; and
reporting requirements that clearly articulate the auditor's responsibilities when reporting on supplemental
information.

.38 Additionally, Auditing Standard No. 17 requires the auditor to obtain
written representations from management. Among other matters, these representations should include a statement from management that it acknowledges
its responsibility for the fair presentation of the supplemental information and
that it believes the supplemental information is fairly stated in all material
respects.
.39 The standard will not apply to schedules prepared pursuant to Regulation S-X because those schedules are deemed by SEC rule to be part of the
financial statements.
.40 Auditing Standard No. 17 was approved by the SEC in February 2014
and is effective for audit procedures and reports on supplemental information
that accompanies financial statements for fiscal years ending on or after June
1, 2014.

Related Parties
.41 In June 2014, the PCAOB adopted Auditing Standard No. 18, Related
Parties, in PCAOB Release No. 2014-002, which is meant to strengthen auditor
performance in related party transactions, significant unusual transactions,
and a company's financial relationship and transactions with its executive
officers.
.42 Auditing Standard No. 18 requires specific audit procedures for the
auditor's evaluation of a company's identification of, accounting for, and disclosure of transactions and relationships between a company and its related
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parties. The new standard supersedes AU section 334, Related Parties (AICPA,
PCAOB Standards and Related Rules, Interim Standards).
.43 The amendments regarding significant unusual transactions include
specific audit procedures that are designed to improve the auditor's identification and evaluation of such transactions, and to enhance the auditor's understanding of their business purposes. Other amendments to PCAOB auditing
standards include, among other things, specific audit procedures requiring the
auditor to obtain, during the risk assessment process, an understanding of a
company's financial relationships and transactions with its executive officers.
.44 The new standard and amendments will be effective, subject to SEC
approval, for audits of financial statements for fiscal years beginning on or after
December 15, 2014, including reviews of interim financial information within
these fiscal years.

PCAOB Auditing Standards for Broker-Dealers
.45 The Dodd-Frank Act gave the PCAOB full oversight authority over
audits of broker-dealers. Historically, the SEC had directed auditors to perform
audits of broker-dealers under GAAS; however, the SEC's revisions to SEC
Rule 17a-5 now require audits of broker-dealers to be performed under PCAOB
auditing standards, effective for fiscal years ending on or after June 1, 2014.
.46 In order to accommodate audits of broker-dealers being performed
under PCAOB auditing standards, certain PCAOB standards and rules were
revised to include audits of non-issuer broker-dealers. Furthermore, additional
auditing and attestation standards were established to address particular areas applicable to audits of broker-dealers.
.47 In October 2013, the PCAOB issued Release No. 2013-007 in which it
adopted two new attestation standards, Attestation Standard No. 1, Examination Engagements Regarding Compliance Reports of Brokers and Dealers (the
examination standard), and Attestation Standard No. 2, Engagements Regarding Exemption Reports of Brokers and Dealers (the review standard), as well as
related amendments to certain PCAOB standards.1 The attestation standards
were approved in February 2014 by the SEC. These standards and related
amendments are applicable to all registered firms conducting audits and attestation engagements related to broker-dealers' compliance or exemption reports
and are effective for audits of fiscal years beginning on or after June 1, 2014.

Attestation Standard No. 1, Examination Engagements Regarding
Compliance Reports of Brokers and Dealers
.48 The examination standard establishes requirements for the auditor
with respect to the auditor's examination regarding a broker's or dealer's compliance report. Consistent with SEC Rule 17a-5, the examination standard
requires auditors to obtain sufficient appropriate evidence to opine on a broker's or dealer's statements in its compliance report as to whether

r
r

1

the internal control over compliance of the broker or dealer was
effective during the most recent fiscal year;
the internal control over compliance of the broker or dealer was
effective as of the end of the most recent fiscal year;

AICPA, PCAOB Standards and Related Rules, Attestation Standards.
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the broker or dealer was in compliance with SEC Rule 15c3-1 (the
"net capital rule") and SEC Rule 15c3-3(e) (the "reserve requirements rule") as of the end of the most recent fiscal year; and
the information the broker or dealer used to state whether it was
in compliance with the net capital rule and reserve requirements
rule was derived from the books and records of the broker or
dealer.

.49 The examination standard provides requirements for auditors that

r
r
r
r
r

focus the auditor on the matters that are most important to the
auditor's conclusions regarding the broker's or dealer's assertions;
incorporate consideration of fraud risks, including the risk of misappropriation of customer assets;
are designed to be scalable based on the broker's or dealer's size
and complexity;
coordinate the examination engagement with the audit of the financial statements and the audit procedures performed on supplemental information; and
describe how to report on an examination engagement in connection with the requirements of SEC Rule 17a-5.

.50 The examination standard retains the requirement that the auditor
obtain reasonable assurance to support the auditor's opinion. In particular, the
examination standard requires the auditor to obtain reasonable assurance in
order to opine on whether the broker's or dealer's assertions are fairly stated,
in all material respects. This replaces the requirement to obtain reasonable
assurance in prior SEC Rule 17a-5, which stated that in "[t]he scope of the
audit and review of the accounting system, the internal control and procedures
for safeguarding securities shall be sufficient to provide reasonable assurance
that any material inadequacies existing at the date of the examination in (a)
the accounting system; (b) the internal accounting controls; (c) procedures for
safeguarding securities; and (d) the practices and procedures whose review is
specified [in SEC Rule 17a-5] would be disclosed."

Attestation Standard No. 2, Review Engagements Regarding
Exemption Reports of Brokers and Dealers
.51 The review standard establishes requirements for the auditor with
respect to the auditor's review regarding the broker's or dealer's exemption
report. Consistent with SEC Rule 17a-5, the review standard establishes requirements that apply when an auditor is engaged to perform a review of the
broker's or dealer's statements in an exemption report.
.52 The review standard establishes requirements that are designed
specifically for the review required by SEC Rule 17a-5. The review standard
requirements include requirements for making inquiries and performing other
procedures that are commensurate with the auditor's responsibility to obtain
moderate assurance regarding whether one or more conditions exist that would
cause one or more of the broker's or dealer's assertions not to be fairly stated,
in all material respects. The broker's or dealer's exemption report includes the
following assertions:

r
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r
r

broker or dealer claimed an exemption from SEC Rule 15c3-3 (the
"identified exemption provisions")
A statement that the broker or dealer (1) met the identified exemption provisions throughout the most recent fiscal year without exception, or (2) met the identified exemption provisions throughout
the most recent fiscal year except as described in the exemption
report
If applicable, a statement that identifies each exception during
the most recent fiscal year in meeting the identified exemption
provisions (an "exception") and that briefly describes the nature
of each exception and the approximate date(s) on which the exceptions existed

.53 The review standard additionally states that the auditor's review
report regarding a broker's or dealer's exemption report replaces the statement provided by auditors under the prior SEC rules. Before the amendments,
SEC Rule 17a-5 provided that the auditor engaged by the broker or dealer
must "ascertain that the conditions of the exemption were being complied
with as of the examination date and that no facts came to the independent
public accountant's attention to indicate that the exemption had not been complied with during the period since the independent public accountant's last
examination."
.54 The procedures required by the review standard include evaluating
relevant evidence obtained from the audit of the financial statements and the
audit procedures performed on supplemental information and are designed to
enable the auditor to scale the review engagement based on the broker's or
dealer's size and complexity. The review standard also establishes requirements for the content of the review report.

Further Information
.55 On April 4, 2014, the SEC staff issued Frequently Asked Questions Concerning the July 30, 2013 Amendments to the Broker-Dealer Financial Reporting Rule, which addresses certain implementation matters. You
can find this document at www.sec.gov/divisions/marketreg/amendments-tobroker-dealer-reporting-rule-faq.htm.
.56 On May 12, 2014, the Center for Audit Quality (CAQ) and the AICPA
jointly issued a member alert, Updates to SEC and CFTC Regulations and
Related Audit and Attestation Reports of Brokers and Dealers and Futures
Commission Merchants, including those that are Dual-Registered, which is
intended to remind audit firms of certain auditing considerations in response
to regulatory changes set forth by the SEC and the CFTC, as well as related
guidance and standards issued by the PCAOB. You can find this document at
www.aicpa.org/InterestAreas/FRC/IndustryInsights/DownloadableDocuments/
BRD/caq-broker-and-dealer-alert-2014-06.pdf.

Considerations for Audits of Internal Control Over Financial Reporting
.57 In October 2013, the PCAOB issued Staff Audit Practice Alert No.
11, Considerations for Audits of Internal Control Over Financial Reporting
(AICPA, PCAOB Standards and Related Rules, PCAOB Staff Guidance sec.
400.11), to highlight practice issues observed by the PCAOB staff in the past
three years related to audits of internal control over financial reporting.
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.58 PCAOB Auditing Standard No. 5, An Audit of Internal Control Over
Financial Reporting That Is Integrated with An Audit of Financial Statements
(AICPA, PCAOB Standards and Related Rules, Auditing Standards), establishes requirements for performing and reporting on audits of internal control. The audit of internal control should be integrated with the audit of the
financial statements. The objectives of the audit are not identical and the auditor must plan and perform the work to achieve the objectives of both audits.
In an integrated audit, the auditor issues an opinion on the financial statements and an opinion on the effectiveness of internal control over financial
reporting.
.59 According to the PCAOB, auditors frequently fail to do the following:

r
r
r
r
r
r

Identify and sufficiently test controls that are intended to address
the risk of material misstatement
Sufficiently test the design and operating effectiveness of management review controls that are used to monitor the results of
operations
Obtain sufficient evidence to update the results of testing of controls from and interim date to the company's year-end (for example, the roll-forward period)
Sufficiently test controls over the system-generated data and reports that support important controls
Sufficiently perform procedures regarding the use of the work of
others
Sufficiently evaluate identified control deficiencies

.60 Auditors should take note of the matters discussed in Staff Audit
Practice Alert No. 11 in planning and performing their audits of internal control
over financial reporting, and when conducting the firm's quality review.
.61 Staff Audit Practice Alerts highlight new, emerging, or otherwise
noteworthy circumstances that may affect how auditors conduct audits under
the existing requirements of PCAOB standards.

Auditing Standards Board
Using the Work of Internal Audit
.62 In February 2014, the Auditing Standards Board (ASB) issued Statement on Auditing Standards (SAS) No. 128, Using the Work of Internal Auditors
(AICPA, Professional Standards, AU-C sec. 610), which provides guidance related to the auditor's responsibilities if he or she uses the work of internal
auditors in the context of the audit of the financial statements. This standard
represents the redrafting of the guidance related to the auditor's consideration
of the internal audit function contained in the pre-clarity standards.
.63 The auditor's responsibilities when using the work of internal audit
include both using the work of the internal audit function in obtaining audit
evidence and using internal auditors to provide direct assistance under the
direction, supervision, and review of the external auditor. The requirements in
this SAS relating to direct assistance do not apply if the external auditor does
not plan to use internal auditors to provide direct assistance.
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.64 SAS No. 128 introduces the concept of a systematic and disciplined
approach. To determine if the internal audit function has applied a systematic
and disciplined approach, auditors may wish to consider the following:
1. Is there any evidence of the existence and use of documented internal audit procedures or guidance covering areas such as the
following?

r
r
r
r

Risk assessment
Work programs
Documentation
Reporting

2. Are the procedures adequate and is their nature and extent commensurate with the nature and size of the internal audit function
relative to the complexity of the entity?
3. Does the internal audit function have appropriate quality control
policies and procedures or quality control requirements in standards set by relevant professional bodies for internal auditors? For
example, does the internal audit function have policies or procedures related to the following?

r
r
r

Leadership
Human resources
Engagement performance

.65 The application of a systematic and disciplined approach to planning, performing, supervising, reviewing, and documenting its activities distinguishes the activities of the internal audit function from other monitoring
control activities that may be performed within the entity. The external auditor's determination of whether the internal audit function applies a systematic
and disciplined approach is intended to address the risk that the external auditor inappropriately uses internal audit-like work performed in an informal,
unstructured, or ad hoc manner.
.66 The external auditor should not use the work of the internal audit
function in obtaining audit evidence if the external auditor determines that
any of the following are true:

r
r
r

The function's organizational status and relevant policies do not
adequately support the objectivity of internal auditors.
The function lacks sufficient competence.
The function does not apply a systematic and disciplined approach, including quality control.

.67 SAS No. 128 is effective for audits of financial statements for periods
ending on or after December 15, 2014.

The ASB’s Clarity Project
.68 The goal of the Clarity Project was to make GAAS easier to read,
understand, and apply. As the ASB redrafted the standards for clarity, it also
converged the standards with the International Standards on Auditing (ISAs)
issued by the International Auditing and Assurance Standards Board.
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.69 At this point, auditors should be well on their way to transitioning
to the clarified standards that became effective for periods ending on or after
December 15, 2012. The new requirements may involve planning discussions
with clients, affect interim testing and other fieldwork, and require changes to
the auditor's report.
.70 Although the Clarity Project was not intended to create additional
requirements, some revisions have resulted in substantive changes and primarily clarifying changes that may require auditors to make adjustments in
their practices.
.71 In February 2014, the AICPA issued SAS No. 128. The issuance of SAS
No. 128 concludes the ASB's efforts to redraft all of the auditing standards.

Resources for the Clarity Standards
.72 A wealth of information about the clarity standards is available at
www.aicpa.org/InterestAreas/FRC/AuditAttest/Pages/ImprovingClarityASB
Standards.aspx.
.73 Also, two publications specifically discuss the clarity standards:

r
r

AICPA Audit Risk Alert Understanding the Clarified Auditing
Standards identifies the substantive and clarifying changes in
requirements from the Clarity Project and includes a mapping
schedule tracking the extant standards to the clarified standards.
Additionally, AICPA Audit Risk Alert Understanding the Responsibilities of Auditors for Audits of Group Financial Statements
provides additional guidance for implementing AU-C section 600,
Special Considerations—Audits of Group Financial Statements
(Including the Work of Component Auditors) (AICPA, Professional
Standards).

.74 These publications are available at www.cpa2biz.com. See the section "Resource Central" in this alert for information on how to obtain these
publications as well as the codified clarity standards.

Accounting and Review Services Committee
Statements on Standards for Accounting and Review
Services Clarity Project
.75 In October 2014, the Accounting and Review Services Committee
(ARSC) issued Statement on Standards for Accounting and Review Services
(SSARS) No. 21, Statements on Standards for Accounting and Review Services:
Clarification and Recodification (AICPA, Professional Standards). Along with
redrafting the SSARS literature in the clarity format, SSARS No. 21 significantly affects the literature for accountants who prepare financial statements.
This standard is effective for reviews, compilations, and engagements to prepare financial statements for periods ending on or after December 15, 2015.
Early implementation is permitted.
.76 SSARS No. 21 supersedes all extant AR sections in AICPA Professional
Standards, with the exception of AR section 120, Compilation of Pro-Forma
Financial Information (AICPA, Professional Standards). AR section 120 will
be superseded by an additional clarity SSARS at a future date.
.77 SSARS No. 21 is structured as follows:
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Section 60, General Principles for Engagements Performed in Accordance With Statements on Standards for Accounting and Review Services, provides a framework for SSARS engagements.
Section 70, Preparation of Financial Statements, provides requirements and guidance when an accountant is engaged to prepare
financial statements for an entity but has not been engaged to
perform a compilation, review, or audit with respect to those
financial statements.
Section 80, Compilation Engagements, provides requirements and
guidance to an accountant when engaged to perform a compilation
engagement.
Section 90, Review of Financial Statements, provides requirements and guidance to an accountant when engaged to review
financial statements.

.78 The sections of SSARS No. 21 will be codified in Professional Standards as AR-C sections using the same section numbers as found in SSARS
No. 21, in the same way the ASB codified the clarified auditing standards as
AU-C sections.
.79 Section 70 of SSARS No. 21 applies when an accountant in public practice is engaged to prepare financial statements but is not engaged to perform an
audit, review, or a compilation on those financial statements. The section does
not apply in situations where the accountant is not in public practice. Sections
70 and 80 of SSARS No. 21 provide a bright line between accounting (preparation) and reporting (compilation) services. The accountant will not have to be
concerned about whether the financial statements are being used internally or
by third parties (including boards of directors).
.80 You can find more information about the ARSC Clarity Project in
AICPA Alert Developments in Review, Compilation, and Financial Statement
Preparation Engagements—2014/15. See "Resource Central" for information
on obtaining that alert.

Updated COSO Framework: Overview and Select Considerations
.81 In May 2013, the Committee of Sponsoring Organizations of the Treadway Commission (COSO) published the updated Internal Control—Integrated
Framework (the revised framework). The update as compared to the original
1992 Internal Control—Integrated Framework (the original framework) became necessary due to the increasing complexity of business, evolving technologies, and changing expectations of stakeholders since the original framework
was published. The changes were intended to make the revised framework
easier for management to use while at the same time allowing management to
meet the entity's objectives.
.82 Internal control is a dynamic, iterative process which includes the
existence of policies and procedures. Internal control is effected by the board,
management, and other people within an entity. The board's oversight is a
key element of internal control and is relevant to numerous principles outlined
within the revised framework.
.83 The revised framework retains the 5 components of internal control
used in the original framework and formalizes 17 principles representing the
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fundamental concepts associated with the components. The following paragraphs list the components and the principles associated with the components
contained in the revised framework.
.84 Component 1: Control environment. The set of standards, processes, and structures that provide the basis for carrying out internal control
across the organization. The board of directors and senior management establish the tone at the top regarding the importance of internal control and
expected standards of conduct.
1. The organization demonstrates a commitment to integrity and ethical values.
2. The board of directors demonstrates independence from management and exercises oversight of the development and performance
of internal control.
3. Management establishes, with board oversight, structures, reporting lines, and appropriate authorities and responsibilities in the
pursuit of objectives.
4. The organization demonstrates a commitment to attract, develop,
and retain competent individuals in alignment with objectives.
5. The organization holds individuals accountable for their internal
control responsibilities in the pursuit of objectives.
.85 Component 2: Risk assessment. A dynamic and iterative process
for identifying and analyzing risks to achieving the entity's objectives, forming
a basis for determining how risks should be managed. Management considers
possible changes in the external environment and within its own business
model that may impede its ability to achieve its objectives.
6. The organization specifies objectives with sufficient clarity to enable the identification and assessment of risks relating to objectives.
7. The organization identifies risks to the achievement of its objectives
across the entity and analyzes risks as a basis for determining how
the risks should be managed.
8. The organization considers the potential for fraud in assessing risks
to the achievement of objectives.
9. The organization identifies and assesses changes that could significantly impact the system of internal control.
.86 Component 3: Control activities. The actions established by policies and procedures to help ensure that management directives to mitigate
risks to the achievement of objectives are carried out. Control activities are
performed at all levels of the entity and at various stages within business
processes and over the technology environment.
10. The organization selects and develops control activities that contribute to the mitigation of risks to the achievement of objectives
to acceptable levels.
11. The organization selects and develops general control activities
over technology to support the achievement of objectives.
12. The organization deploys control activities through policies that
establish what is expected and procedures that put policies into
action.
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.87 Component 4: Information and communication. Information is
necessary for the entity to carry out internal control responsibilities in support
of achieving its objectives. Communication occurs both internally and externally and provides the organization with the information needed to carry out
day-to-day internal controls. Communication enables personnel to understand
internal control responsibilities and their importance to the achievement of
objectives.
13. The organization obtains or generates and uses relevant, quality
information to support the functioning of internal control.
14. The organization internally communicates information, including
objectives and responsibilities for internal control, necessary to
support the functioning of internal control.
15. The organization communicates with external parties regarding
matters affecting the functioning of internal control.
.88 Component 5: Monitoring activities. Ongoing evaluations, separate evaluations, or some combination of the two are used to ascertain whether
each of the five components of internal control, including controls to effect
the principle within each component, is present and functioning. Findings are
evaluated, and deficiencies are communicated in a timely manner, with serious
matters reported to senior management and the board of directors.
16. The organization selects, develops, and performs ongoing and/or
separate evaluations to ascertain whether the components of internal control are present and functioning.
17. The organization evaluates and communicates internal control deficiencies in a timely manner to those parties responsible for taking
corrective action, including senior management and the board of directors, as appropriate.
.89 Each of the 5 components and related 17 principles is required to be
present and functioning, and the 5 components must be operating together
in an integrated manner, in order for management to conclude that the entity's system of internal control is effective. All components and principles are
suitable and relevant to all entities, regardless of size.
.90 The revised framework contains suggested points of focus for each
principle. All points of focus are not intended to be applicable to every entity, but
rather are provided for consideration related to the designing, implementing,
and conducting of internal control as well as the determination of whether the
principles are present and functioning.
.91 The revised framework contains an increased emphasis on fraud as
compared to the original framework. Principle 8 requires explicit consideration
of fraud risks when designing internal controls to achieve the entity's objectives.
Related to principle 8 is the risk of management override; for smaller entities,
the assessment of the risk of management override may warrant involvement
by the board of directors.
.92 In fact, pervasive involvement by the board of directors is of significant
relevance to not only smaller entities, but to all entities. The revised framework
explains the need for oversight by the board both for the development and the
performance of internal control for all five components of internal control:2
2

Derived from chapter 5 of the 2013 COSO Internal Control—Integrated Framework.
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Internal Control
Component
Control Environment

Oversight Activities of the Board

•
•
•
•

Risk Assessment

•
•
•
•
•

Control Activities

•
•

Information and
Communication

•
•
•
•
•

Monitoring

•

•

Oversee standards of conduct
Evaluate the CEO
Establish oversight structures and
processes
Commission oversight effectiveness
reviews
Exercise fiduciary responsibilities
Challenge senior management
Consider factors posing risk, identify
issues and trends
Challenge management's risk
assessment, considering significant
changes and fraud or corruption
Evaluate the organization's risk
assessment relating to changes and
innovation
Inquire of management regarding control
activities for significant risk areas
Oversee senior management's
performance of control activities
Communicate tone at the top
Obtain, review, and discuss information
about objective achievement
Scrutinize information provided
Review disclosures
Allow/address upward issue
communication
Oversee monitoring activities,
management override of controls, and
management's assessment and
remediation of deficiencies
Engage with management, auditors, and
others

.93 An increased emphasis also exists in the revised framework as compared to the original framework in the areas of information technology and
the use of service providers. For example, principle 10 requires the selection
and development of control activities that mitigate risks to achieving the entity's objectives. Because technology is used to automate certain control activities, obtaining an understanding and assessing information technology at
the transaction level is a key component of understanding and assessing the
entity's internal control system. Principle 15 requires the consideration by the
entity of its communications with external parties regarding matters affecting
the functioning of internal control. This entails both inbound and outbound
communications. For example, inbound communication from an external party
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in the form of information from an outsourced service provider relevant to the
internal control at that service provider may be relevant to the functioning of
the entity's internal control system. Principle 16 requires ongoing and/or separate evaluations by the entity to ascertain whether components of internal
control are present and functioning. Information technology may play a crucial
role in these evaluations in the form of computerized monitoring techniques.
Further, outsourced service providers may provide certain functions related to
monitoring controls. In such instances, the responsibility as it relates to the
entity's overall system of internal control still resides with the entity (not with
the service provider). The entity may therefore need to consider varying ways
by which to understand the service provider's system of internal control, including, for example, obtaining and reviewing a Service Organization Control
Report® .
.94 The original framework will be available until December 15, 2014,
at which time it will be considered by COSO to be superseded by the revised
framework. COSO does not have standard-setting authority and has therefore
not mandated the usage of its framework (in either form, original or updated).
The SEC has not provided direct comment requiring the use of the revised
framework. It is the responsibility of the entity, not the auditor, to determine
the framework it will utilize (for internal control over financial reporting purposes, compliance purposes with a specific law, or otherwise).
.95 A key step in the transition to the revised framework is the mapping
by an entity of its existing controls to the 17 principles, while also considering
the points of focus provided in the revised framework. Challenges may be faced
by entities who have delayed this comparison, as the identification of gaps between the entity's existing controls and the 17 principles will require effort and
remediation. Especially susceptible to gaps are the areas of increased emphasis
noted previously, however depending on the adequacy of the entity's previous
efforts regarding its system of internal control (under the original framework),
gaps may likely also exist outside of the areas of increased emphasis. For example, the absence of appropriately designed and implemented controls related to
a principle could cause management of an entity to determine that a principle
is not present and functioning and therefore that a major deficiency exists.
"When a major deficiency exists, the organization cannot conclude that it has
met the requirements for an effective system of internal control."3

Enhancing Audit Quality Initiative
.96 In response to the rapid change and complex challenges facing practitioners, in May 2014, the AICPA began its Enhancing Audit Quality Initiative.
The goal of the initiative is to improve audit performance by aligning the objectives of all audit related efforts. The initiative involves two phases. Phase 1
is focused on near-term quality improvement, and phase 2 is focused more on
the current peer review program becoming a practice monitoring process.
.97 In August 2014, the AICPA released a white paper that describes the
near- and longer-term plans. The most significant changes and efforts include
the following:

r
r

3

Competence and due care
Auditing and quality control standards

Chapter 3 of the 2013 COSO Internal Control—Integrated Framework.
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Guidance, tools, learning, and resources
Practice monitoring (peer review)
Ethics enforcement

.98 The white paper encourages input from all stakeholders related to the
topics previously mentioned through a series of questions. Specific proposals
and exposure drafts will be developed in response to the feedback received.
More information about the Enhancing Audit Quality Initiative can be found
at http://community.aicpa.org/enhancing audit quality initiative/default.aspx.

Common Peer Review Findings
.99 In order to be admitted to or retain their membership in the AICPA,
members who are engaged in the practice of public accounting in the United
States or its territories are required to be practicing as partners or employees
of firms enrolled in an approved practice-monitoring program or, if practicing
in firms not eligible to enroll, are themselves enrolled in such a program if
the services performed by such a firm or individual are within the scope of
the AICPA's practice-monitoring standards, and the firm or individual issues
reports purporting to be in accordance with AICPA professional standards.
.100 Firms have peer reviews because of the public interest in the quality
of the accounting, auditing, and attestation services provided by public accounting firms. In addition, firms indicate that peer review contributes to the
quality and effectiveness of their practices. Furthermore, most state boards of
accountancy require their licensees to undergo peer review, which they may
also call compliance assurance, to practice in their state. Other regulators require peer review in order to perform engagements and issue reports under
their standards.
.101 Firms are encouraged to remain current with changes in the standards because the standards are the basis for peer reviews. Training and frequently asked questions about the AICPA Peer Review program can be found
at www.aicpa.org/InterestAreas/PeerReview/Pages/PeerReviewHome.aspx.
.102 The most common findings in recent peer reviews are as follows:

r
r
r
r
r

Lack of disclosure of the date through which subsequent events
have been identified
Lack of disclosure of open tax years
Lack of documentation of expectations for analytical procedures
Auditor's report not updated for clarified auditing standards
Engagement letters not updated for clarified auditing standards

Financial Reporting Framework for Small- and
Medium-Sized Entities
.103 The Financial Reporting Framework for Small- and Medium-Sized
Entities (FRF for SMEs™) accounting framework has been developed by the
AICPA FRF for SMEs Task Force (task force) and staff of the AICPA as a special
purpose framework for small- and medium-sized entities. It is a self-contained
financial reporting framework that may be appropriate for entities that do
not need to prepare financial statements in accordance with U.S. generally
accepted accounting principles (GAAP).
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.104 The FRF for SMEs accounting framework draws upon a blend of
traditional accounting principles and accrual income tax methods of accounting. It utilizes historical cost as its primary measurement basis. In addition,
it provides management with a suitable degree of optionality when choosing
accounting policies to better meet the needs of the end users of the financial
statements. The framework avoids prescriptive, detailed standards and voluminous disclosure requirements. Being a more intuitive and understandable
framework for small business owners and the users of their financial statements, the framework lays out principles that encourage the use of professional
judgment in the particular circumstances of a transaction or event.
.105 The AICPA believes that the framework is criteria suitable for general use financial statements and can be used by users external to the entity.
An important pillar of the framework is that its use requires the exercise of
professional judgment. The key attributes of the framework are as follows:

r
r
r
r

Objectivity. The framework is free from bias.
Measurability. The framework permits reasonably consistent
measurements.
Completeness. The framework is sufficiently complete so that
those relevant factors that would alter a conclusion about the
financial statements are not omitted.
Relevance. The framework is relevant to financial statement
users.

.106 Because the task force has no legal or regulatory authority, an entity
can be forced to use the FRF for SMEs framework only if the entity voluntarily
enters into a contractual agreement with another party to produce financial
statements in accordance with the framework. However, this is unlikely to be
the case for several years as there will be a learning curve for the banking,
insurance, and investing community.

Transition Issues
.107 Chapter 3 of the framework contains guidance for transition from
the framework an entity currently uses to the FRF for SMEs framework. The
guidance should be used only when adopting the FRF for SMEs framework for
the first time. If an entity abandons the FRF for SMEs framework and reverts
back to the original framework, certain transition provisions summarized in
the following list would not apply. The following are the general rules that will
be used when preparing an opening statement of financial position:

r
r
r
r

Recognize all assets and liabilities that the FRF for SMEs framework requires or permits.
Reclassify assets and liabilities that will be classified differently
under the FRF for SMEs framework than in the previously used
framework.
Apply the changes to the beginning statement of financial position
for the earliest period presented.
Reflect all adjustments to the beginning balances in equity.

.108 An entity may elect to exempt one or more of the following principles
upon transition:

r

Business combination
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Financial assets and liabilities
Asset retirement obligations

.109 In addition, retrospective application is prohibited for the some aspects of the following principles:

r
r
r

Derecognition of financial assets and financial liabilities
Estimates (management may not change previous estimates because new information is now available at the transition date)
Non-controlling interests

.110 The framework contains detailed disclosures that are required in the
year of transition. Ultimately, the user of the financial statements should be
able to understand what measurement and presentation changes occurred as
a result of the transition, and the effect on the equity.

Revenue Recognition
.111 On May 28, 2014, the International Accounting Standards Board
(IASB) and FASB issued a joint accounting standard on revenue recognition to
address a number of concerns regarding the complexity and lack of consistency
surrounding the accounting for revenue transactions. Consistent with each
board's policy, FASB issued Accounting Standards Update (ASU) No. 2014-09,
Revenue from Contracts with Customers (Topic 606), and the IASB issued International Financial Reporting Standard (IFRS) 15, Revenue from Contracts
with Customers. FASB ASU No. 2014-09 will amend the FASB Accounting
Standards Codification® (ASC) by creating FASB ASC 606, Revenue from Contracts with Customers, and FASB ASC 340-40. The guidance in FASB ASU No.
2014-09 provides what FASB describes as a framework for revenue recognition
and supersedes or amends several of the revenue recognition requirements in
FASB ASC 605, Revenue Recognition, as well as guidance within the 900 series
of industry-specific topics.
.112 As part of the boards' efforts to converge U.S. GAAP and IFRS, the
standard eliminates the transaction- and industry-specific revenue recognition
guidance under current GAAP and replaces it with a principles-based approach
for revenue recognition. The intent is to avoid inconsistencies of accounting
treatment across different geographies and industries. In addition to improving comparability of revenue recognition practices, the new guidance provides
more useful information to financial statement users through enhanced disclosure requirements. FASB and the IASB have essentially achieved convergence
with these standards, with some minor differences related to the collectability threshold, interim disclosure requirements, early application and effective
date, impairment loss reversal, and nonpublic entity requirements.
.113 The standard applies to any entity that either enters into contracts
with customers to transfer goods or services or enters into contracts for the
transfer of nonfinancial assets unless those contracts are within the scope of
other standards (for example, insurance or lease contracts).
.114 The core principle of the revised revenue recognition standard is that
an entity should recognize revenue to depict the transfer of goods or services
to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those good or services.
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.115 To apply the proposed revenue recognition standard, FASB ASU No.
2014-09 states that an entity should follow these five steps:
1. Identify the contract(s) with a customer.
2. Identify the performance obligations in the contract.
3. Determine the transaction price.
4. Allocate the transaction price to the performance obligations in the
contract.
5. Recognize revenue when (or as) the entity satisfies a performance
obligation.
.116 Under the new standard, revenue is recognized when a company
satisfies a performance obligation by transferring a promised good or service to
a customer (which is when the customer obtains control of that good or service).
See the following discussion of the five steps involved when recognizing revenue
under the new guidance.
.117 Step 1: Identify the Contract(s) With a Customer. FASB ASU No.
2014-09 defines a contract as "an agreement between two or more parties that
creates enforceable rights and obligations." The new standard affects contracts
with a customer that meets the following criteria:

r
r
r
r
r

Approval (in writing, orally, or in accordance with other customary business practices) and commitment of the parties
Identification of the rights of the parties
Identification of the payment terms
Contract has commercial substance
Probable that the entity will collect the consideration to which it
will be entitled in exchange for the goods or services that will be
transferred to the customer

.118 A contract does not exist if each party to the contract has the unilateral enforceable right to terminate a wholly unperformed contract without
compensating the other party (parties).
.119 Step 2: Identify the Performance Obligations in the Contract. A performance obligation is a promise in a contract with a customer to transfer a
good or service to the customer.
.120 At contract inception, an entity should assess the goods or services
promised in a contract with a customer and should identify as a performance
obligation (possibly multiple performance obligations) each promise to transfer
to the customer either

r
r

a good or service (or bundle of goods or services) that is distinct,
or
a series of distinct goods or services that are substantially the
same and that have the same pattern of transfer to the customer.

.121 A good or service that is not distinct should be combined with other
promised goods or services until the entity identifies a bundle of goods or services that is distinct. In some cases, that would result in the entity accounting
for all the goods or services promised in a contract as a single performance
obligation.
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.122 Step 3: Determine the Transaction Price. The transaction price is
the amount of consideration (fixed or variable) the entity expects to receive in
exchange for transferring promised goods or services to a customer, excluding
amounts collected on behalf of third parties. To determine the transaction price,
an entity should consider the effects of

r
r
r
r
r

variable consideration,
constraining estimates of variable consideration,
the existence of a significant financing component,
noncash considerations, and
consideration payable to the customer.

.123 If the consideration promised in a contract includes a variable
amount, then an entity should estimate the amount of consideration to which
the entity will be entitled in exchange for transferring the promised goods or
services to a customer. An entity would then include in the transaction price
some or all of an amount of variable consideration only to the extent that it
is probable that a significant reversal in the amount of cumulative revenue
recognized will not occur when the uncertainty associated with the variable
consideration is subsequently resolved.
.124 An entity should consider the terms of the contract and its customary
business practices to determine the transaction price.
.125 Step 4: Allocate the Transaction Price to the Performance Obligations
in the Contract. The transaction price is allocated to separate performance obligations in proportion to the standalone selling price of the promised goods or
services. If a standalone selling price is not directly observable, then an entity
should estimate it. Reallocation of the transaction price for changes in the standalone selling price is not permitted. When estimating the standalone selling
price, entities can use various methods including the adjusted market assessment approach, expected cost plus a margin approach, and residual approach
(only if the selling price is highly variable and uncertain).
.126 Sometimes, the transaction price includes a discount or a variable
amount of consideration that relates entirely to one of the performance obligations in a contract. Guidance under the new standard specifies when an entity
should allocate the discount or variable consideration to one (or some) performance obligation(s) rather than to all of the performance obligations in the
contract.
.127 Step 5: Recognize Revenue When (or as) the Entity Satisfies a Performance Obligation. The amount of revenue recognized when transferring the
promised good or service to a customer is equal to the amount allocated to
the satisfied performance obligation, which may be satisfied at a point in time
(goods) or over time (services). Control of an asset refers to the ability to direct the use of, and obtain substantially all of the remaining benefits from, the
asset. Control also includes the ability to prevent other entities from directing
the use of, and obtaining the benefits from, an asset.
.128 When performance obligations are satisfied over time, the entity
should select an appropriate method for measuring its progress toward complete satisfaction of that performance obligation. The Standard discusses methods of measuring progress including input and output methods, and how to
determine which method is appropriate.
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Additional Guidance Under the New Standard
.129 In addition to the five-step process for recognizing revenue, FASB
ASU No. 2014-09 also addresses the following areas:

r
r
r

Accounting for incremental costs of obtaining a contract, as well
as costs incurred to fulfill a contract
Licenses
Warranties

.130 Lastly, the new guidance enhances disclosure requirements to include more information about specific revenue contracts entered into by the
entity, including performance obligations and the transaction price.

Effective Date
.131 The guidance in FASB ASU No. 2014-09 is effective for annual reporting periods of public entities beginning after December 15, 2016, including
interim periods within that reporting period. Early application is not permitted.
.132 For nonpublic entities, the amendments in the new guidance are
effective for annual reporting periods beginning after December 15, 2017, and
interim periods within annual periods beginning after December 15, 2018.
Nonpublic entities may elect to adopt the standard earlier, however, only as of
the following:

r
r
r

An annual reporting period beginning after December 15, 2016,
including interim periods within that reporting period (public entity effective date)
An annual reporting period beginning after December 15, 2016,
and interim periods within annual periods beginning after December 15, 2017
An annual reporting period beginning after December 15, 2017,
including interim periods within that reporting period

.133 Upon implementation of the new standard, consistency of revenue
recognition principles across geography and industry will be enhanced and
financial statement users will be provided better insight through improved
disclosure requirements. To provide CPAs with guidance during this time of
transition, a Joint Transition Resource Group for Revenue Recognition has
been established by FASB and the IASB to promote effective implementation
and transition to the converged standard. Refer to each board's website for
more information on this group and the status of their efforts.

Other Accounting Issues and Developments
.134 Because the financial reporting standards are in a constant state of
change, it may be challenging to keep up with all the new standards as they are
issued. Auditors and preparers need to be aware of the following FASB ASUs
that have been recently issued and become effective in the near term.

Public Business Entity
.135 In December 2013, FASB issued ASU No. 2013-12, Definition of a
Public Business Entity—An Addition to the Master Glossary. The board decided
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that it should proactively determine which entities would be within the scope of
the Private Company Decision-Making Framework: A Guide for Evaluating Financial Accounting and Reporting for Private Companies. This determination
will minimize the inconsistency and complexity of having multiple definitions
of, or a diversity in practice as to what constitutes, a nonpublic entity and public entity within U.S. GAAP on a going-forward basis. Stakeholders asked that
the board clarify which nonpublic entities potentially qualify for alternative financial accounting and reporting guidance. FASB ASU No. 2013-12 addresses
those issues by defining public business entity.
.136 The FASB ASC includes multiple definitions of the terms nonpublic
entity and public entity. The amendment in this ASU improves U.S. GAAP by
providing a single definition of public business entity for use in future financial
accounting and reporting guidance. The amendment does not affect existing
requirements.
.137 The definition of a public business entity will be used in considering
the scope of new financial guidance and will identify whether the guidance does
or does not apply to public business entities. The definition excludes a not-forprofit entity within the scope of FASB ASC 958, Not-for-Profit Entities, or an
employee benefit plan within the scope of FASB ASC 960, Plan Accounting—
Defined Benefit Pension Plans, through FASB ASC 965, Plan Accounting—
Health and Welfare Benefit Plans, on plan accounting and does not affect existing requirements.
.138 There is no actual effective date for the amendment in this ASU,
however, the term public business entity was used in FASB ASUs issued after
FASB ASU No. 2013-12.

Investments
.139 In January 2014, FASB issued ASU No. 2014-01, Investments—
Equity Method and Joint Ventures (Topic 323): Accounting for Investments
in Qualified Affordable Housing Projects (a consensus of the FASB Emerging
Issues Task Force). The objective of this ASU is to provide guidance on accounting for investments by a reporting entity in flow-through limited liability
entities that manage or invest in affordable housing projects that qualify for
the low-income housing tax credit.
.140 The amendments in this ASU permit reporting entities to make an
accounting policy election to account for their investments in qualified affordable housing projects using the proportional amortization method if certain
conditions are met. Under the proportional amortization method, an entity
amortizes the initial cost of the investment in proportion to the tax credits
and other tax benefits received and recognizes the net investment performance
in the income statement as a component of income tax expense (benefit). To
qualify for the proportional amortization method, all of the following conditions
must be met:

r
r
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Substantially all of the projected benefits are from tax credits and
other tax benefits (for example, tax benefits generated from the
operating losses of the investment).
The investor's projected yield based solely on the cash flows from
the tax credits and other tax benefits is positive.
The investor is a limited liability investor in the limited liability
entity for both legal and tax purposes, and the investor's liability
is limited to its capital investment.

.141 A reporting entity should evaluate whether the conditions have been
met to apply the proportional amortization method to an investment in a qualified affordable housing project through a limited liability entity at the time
of initial investment on the basis of facts and circumstances that exist at that
time.
.142 The amendments in this ASU apply to all reporting entities that
invest in qualified affordable housing projects through limited liability entities
that are flow-through entities for tax purposes as follows:

r
r

For reporting entities that meet the conditions for and that elect
to use the proportional amortization method to account for investments in qualified affordable housing projects, all amendments in
this ASU apply.
For reporting entities that do not meet the conditions for or that do
not elect the proportional amortization method, only the amendments in this ASU that are related to disclosures apply.

.143 The amendments in FASB ASU No. 2014-01 should be applied retrospectively to all periods presented. A reporting entity that uses the effective
yield method to account for its investments in qualified affordable housing
projects before the date of adoption may continue to apply the effective yield
method for those preexisting investments. The amendments in this ASU are
effective for public business entities for annual periods and interim reporting
periods within those annual periods, beginning after December 15, 2014. For all
entities other than public business entities, the amendments are effective for
annual periods beginning after December 15, 2014, and interim periods within
annual reporting periods beginning after December 15, 2015. Early adoption
is permitted.

Goodwill
.144 In January 2014, FASB issued ASU No. 2014-02, Intangibles—
Goodwill and Other (Topic 350): Accounting for Goodwill (a consensus of the
Private Company Council). The amendments in this ASU allow an accounting
alternative for the subsequent measurement of goodwill.
.145 Because goodwill is a residual asset calculated after recognizing
other (tangible and intangible) assets and liabilities acquired in a business
combination, any modifications to the initial recognition and measurement
guidance for identifiable intangible assets would correspondingly change the
goodwill amount recognized in the business combination. Accordingly, the Private Company Council (PCC) decided that it should take such modifications
into consideration in determining how private companies should account for
goodwill after a business combination.
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.146 An entity within the scope of the amendments that elects the accounting alternative in this ASU should amortize goodwill on a straight-line basis
over 10 years, or less than 10 years if the entity demonstrates that another
useful life is more appropriate. An entity that elects the accounting alternative is further required to make an accounting policy election to test goodwill
for impairment at either the entity level or the reporting unit level. Goodwill
should be tested for impairment when a triggering event occurs that indicates
that the fair value of an entity (or a reporting unit) may be below its carrying
amount. When a triggering event occurs, an entity has the option to first assess
qualitative factors to determine whether the quantitative impairment test is
necessary. If that qualitative assessment indicates that it is more likely than
not that goodwill is impaired, the entity must perform the quantitative test to
compare the entity's fair value with its carrying amount, including goodwill (or
the fair value of the reporting unit with the carrying amount, including goodwill, of the reporting unit). If the qualitative assessment indicates that it is not
more likely than not that goodwill is impaired, further testing is unnecessary.
.147 The amendments in this ASU apply to all entities except for public
business entities and not-for-profit entities as defined in the master glossary of
the FASB ASC and employee benefit plans within the scope of FASB ASC 960
through FASB ASC 965 on plan accounting.
.148 The accounting alternative, if elected, should be applied prospectively
to goodwill existing as of the beginning of the period of adoption and new
goodwill recognized in annual periods beginning after December 15, 2014, and
interim periods within annual periods beginning after December 15, 2015.
Early application is permitted, including application to any period for which
the entity's annual or interim financial statements have not yet been made
available for issuance.

Derivatives and Hedging
.149 In January 2014, FASB issued ASU No. 2014-03, Derivatives and
Hedging (Topic 815): Accounting for Certain Receive-Variable, Pay-Fixed Interest Rate Swaps—Simplified Hedge Accounting Approach (a consensus of the
Private Company Council). The objective of the amendments in this ASU is
to address the concerns of private company stakeholders by providing an additional hedge accounting alternative within FASB ASC 815, Derivatives and
Hedging, for certain types of swaps that are entered into by a private company
for the purpose of economically converting a variable-rate borrowing into a
fixed-rate borrowing. This additional hedge accounting alternative (that is, the
simplified hedge accounting approach) acts as a practical expedient to qualify
for cash flow hedge accounting under FASB ASC 815 if certain conditions are
met.
.150 Some private companies enter into a receive-variable, pay-fixed interest rate swap to economically convert their variable-rate borrowing into a
fixed-rate borrowing. Under U.S. GAAP, a swap is a derivative instrument.
FASB ASC 815 requires that an entity recognize all interest rate swaps on its
balance sheet as either assets or liabilities and measure them at fair value. To
mitigate the income statement volatility of recording a swap's change in fair
value, FASB ASC 815 permits an entity to elect hedge accounting if certain requirements under FASB ASC 815 are met. Some private company stakeholders
contend that because of limited resources and the fact that hedge accounting is
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difficult to understand and apply, many private companies lack the expertise
to comply with the requirements to qualify for hedge accounting.
.151 The amendments in this ASU allow the use of the simplified hedge
accounting approach to account for swaps that are entered into for the purpose
of economically converting a variable-rate borrowing into a fixed-rate borrowing. Under this approach, the income statement charge for interest expense
will be similar to the amount that would result if the entity had directly entered into a fixed-rate borrowing instead of a variable-rate borrowing and a
receive-variable, pay-fixed interest rate swap. Alternatively, that entity may
continue to follow the current guidance in FASB ASC 815.
.152 The amendments in this ASU apply to all entities, except for public
business entities and not-for-profit entities as defined in the master glossary
of the FASB ASC, employee benefit plans within the scope of FASB ASC 960
through FASB ASC 965 on plan accounting, and financial institutions. As
described in FASB ASC 942-320-50-1, the term financial institutions includes
banks, savings and loan associations, savings banks, credit unions, finance
companies, and insurance entities.
.153 The simplified hedge accounting approach will be effective for annual
periods beginning after December 15, 2014, and interim periods within annual
periods beginning after December 15, 2015, with early adoption permitted.

Receivables
.154 In January 2014, FASB issued ASU No. 2014-04, Receivables—
Troubled Debt Restructurings by Creditors (Subtopic 310-40): Reclassification
of Residential Real Estate Collateralized Consumer Mortgage Loans upon Foreclosure (a consensus of the FASB Emerging Issues Task Force). The objective of
the amendments in this ASU is to reduce diversity by clarifying when an insubstance repossession or foreclosure occurs, that is, when a creditor should be
considered to have received physical possession of residential real estate property collateralizing a consumer mortgage loan such that the loan receivable
should be derecognized and the real estate property recognized.
.155 In recent years, the rate of default on loans collateralized by residential real estate properties resulting from general economic conditions, including
weakness in the housing market, has affected the rate of residential real estate
foreclosures and the levels of foreclosed real estate owned by banks or similar
lenders (creditors). U.S. GAAP on troubled debt restructurings includes guidance on situations in which a creditor obtains one or more collateral assets
in satisfaction of all or part of the receivable. That guidance indicates that
a creditor should reclassify a collateralized mortgage loan such that the loan
should be derecognized and the collateral asset recognized when it determines
that there has been in substance a repossession or foreclosure by the creditor,
that is, the creditor receives physical possession of the debtor's assets regardless of whether formal foreclosure proceedings take place. However, the terms
in-substance, a repossession or foreclosure, and physical possession are not defined in the accounting literature and there is diversity about when a creditor
should derecognize the loan receivable and recognize the real estate property.
That diversity has been highlighted by recent extended foreclosure timelines
and processes related to residential real estate properties.
.156 The amendments in this ASU clarify that an in-substance repossession or foreclosure occurs, and a creditor is considered to have received physical
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possession of residential real estate property collateralizing a consumer mortgage loan, upon either (1) the creditor obtaining legal title to the residential real
estate property upon completion of a foreclosure, or (2) the borrower conveying
all interest in the residential real estate property to the creditor to satisfy that
loan through completion of a deed in lieu of foreclosure or through a similar
legal agreement. Additionally, the amendments require interim and annual
disclosure of both (1) the amount of foreclosed residential real estate property
held by the creditor, and (2) the recorded investment in consumer mortgage
loans collateralized by residential real estate property that are in the process
of foreclosure according to local requirements of the applicable jurisdiction.
.157 The amendments in this ASU apply to all creditors who obtain physical possession (resulting from an in-substance repossession or foreclosure) of
residential real estate property collateralizing a consumer mortgage loan in
satisfaction of a receivable.
.158 The amendments in FASB ASU No. 2014-04 are effective for public
business entities for annual periods, and interim periods within those annual
periods, beginning after December 15, 2014. For entities other than public
business entities, the amendments in this ASU are effective for annual periods
beginning after December 15, 2014, and interim periods within annual periods
beginning after December 15, 2015.

Service Concession Arrangements
.159 In January 2014, FASB issued ASU No. 2014-05, Service Concession Arrangements (Topic 853) (a consensus of the FASB Emerging Issues Task
Force). The objective of this ASU is to specify that an operating entity should
not account for a service concession arrangement within the scope of this ASU
as a lease in accordance with FASB ASC 840, Leases. Service concession arrangements may become more prevalent in the United States as public-sector
entities seek alternative ways to provide public services on a more efficient and
cost-effective basis.
.160 A service concession arrangement is an arrangement between a
public-sector entity4 grantor and an operating entity under which the operating entity operates the grantor's infrastructure (for example, airports, roads,
and bridges). The operating entity may also provide the construction, upgrading, or maintenance services of the grantor's infrastructure.
.161 The amendments specify that an operating entity should not account
for a service concession arrangement that is within the scope of this ASU as a
lease in accordance with FASB ASC 840. An operating entity should refer to
other FASB ASC topics as applicable to account for various aspects of a service
concession arrangement. The amendments also specify that the infrastructure
used in a service concession arrangement should not be recognized as property,
plant, and equipment of the operating entity.
.162 The amendments apply to an operating entity of a service concession arrangement entered into with a public-sector entity grantor when the
arrangement meets both of the following conditions:

4
A public-sector entity includes a governmental body or an entity to which the responsibility for
the public service has been delegated.
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The grantor controls or has the ability to modify or approve the
services that the operating entity must provide with the infrastructure, to whom it must provide them, and at what price.
The grantor controls, through ownership, beneficial entitlement,
or otherwise, any residual interest in the infrastructure at the
end of the term of the arrangement.

.163 The amendments in FASB ASU No. 2014-05 should be applied on a
modified retrospective basis to service concession arrangements that exist at
the beginning of an entity's fiscal year of adoption. The modified retrospective
approach requires the cumulative effect of applying this ASU to arrangements
existing at the beginning of the period of adoption to be recognized as an
adjustment to the opening retained earnings balance for the annual period
of adoption. The amendments are effective for a public business entity for
annual periods, and interim periods within those annual periods, beginning
after December 15, 2014. For an entity other than a public business entity,
the amendments are effective for annual periods beginning after December 15,
2014, and interim periods within annual periods beginning after December 15,
2015. Early adoption is permitted.

Consolidation
.164 In March 2014, FASB issued ASU No. 2014-07, Consolidation (Topic
810): Applying Variable Interest Entities Guidance to Common Control Leasing
Arrangements (a consensus of the Private Company Council). The objective of
the amendments in this ASU is to provide an elective accounting alternative
for private companies in applying variable-interest-entity (VIE) guidance to
lessor entities under common control.
.165 Private company stakeholders stated that, generally, a common
owner establishes a lessor entity separately from the private company lessee for
tax, estate-planning, and legal-liability purposes—not to structure off-balancesheet debt arrangements. In instances in which a lessor entity is consolidated
by a private company lessee on the basis of VIE guidance, most users of the
private company lessee entity's financial statements stated that consolidation
is not relevant because they focus on the cash flows and tangible worth of the
standalone private company lessee entity rather than on the consolidated cash
flows and tangible worth of the private company lessee entity as presented under U.S. GAAP. Those users also stated that consolidation of the lessor entity
under common control distorts financial statements of the private company
lessee entity because the assets held by the lessor entity would not be available to satisfy the obligations of the lessee entity. They indicated that these
assets are beyond the reach of the lessee's creditors, even in bankruptcy or
other receivership. Consequently, those users stated that when they receive
consolidated financial statements, they often request a consolidating schedule
to enable them to reverse the effects of consolidating the lessor entity.
.166 The amendments permit a private company lessee (the reporting
entity) to elect an alternative not to apply VIE guidance to a lessor entity if (a)
the private company lessee and the lessor entity are under common control,
(b) the private company lessee has a lease arrangement with the lessor entity,
(c) substantially all of the activities between the private company lessee and
the lessor entity are related to leasing activities (including supporting leasing
activities) between those two entities, and (d) if the private company lessee
explicitly guarantees or provides collateral for any obligation of the lessor entity
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related to the asset leased by the private company, then the principal amount
of the obligation at inception of such guarantee or collateral arrangement does
not exceed the value of the asset leased by the private company from the lessor
entity. Examples of supporting leasing activities between the private company
lessee and the lessor entity include issuance of a guarantee and provision of
collateral on the obligations of the lessor entity that are related to the asset(s)
leased to the private company lessee.
.167 The accounting alternative is an accounting policy election that,
when elected, should be applied by a private company lessee to all current and
future lessor entities under common controls that meet the criteria for applying
this approach.
.168 The amendments under the heading "Accounting Alternative" apply
to all entities other than a public business entity, a not-for-profit entity, or an
employee benefit plan within the scope of FASB ASC 960 through FASB ASC
965 on plan accounting.
.169 As part of the amendments, FASB also removed implementation
guidance codified from FASB Staff Position No. FIN 46(R)-5, Implicit Variable
Interests under FASB Interpretation No. 46 (revised December 2003). The removal of the example in paragraphs 87–89 of FASB ASC 810-10-55 applies to
all entities within the scope of FASB ASC 810, Consolidation.
.170 If elected, the accounting alternative should be applied retrospectively to all periods presented. The alternative will be effective for annual
periods beginning after December 15, 2014, and interim periods within annual
periods beginning after December 15, 2015. Early application is permitted,
including application to any period for which the entity's annual or interim
financial statements have not yet been made available for issuance.

Discontinued Operations
.171 In April 2014, FASB issued ASU No. 2014-08, Presentation of Financial Statements (Topic 205) and Property, Plant, and Equipment (Topic 360):
Reporting Discontinued Operations and Disclosures of Disposals of Components
of an Entity. Some stakeholders told the board that too many disposals of small
groups of assets that are recurring in nature qualify for discontinued operations
presentation under FASB ASC 205-20. That results in financial statements
that are less useful for decision-making. Other stakeholders noted that some
of the guidance on reporting discontinued operations results in higher costs for
preparers because it can be complex and difficult to apply. The amendments in
this ASU address those issues by changing the criteria for reporting discontinued operations and enhancing convergence of FASB and the IASB's reporting
requirements for discontinued operations.
.172 The amendments in this ASU change the requirements for reporting
discontinued operations in FASB ASC 205-20. A discontinued operation may
include a component of an entity or a group of components of an entity, or a
business or not-for-profit activity.
.173 A disposal of a component of an entity or a group of components of
an entity is required to be reported in discontinued operations if the disposal
represents a strategic shift that has (or will have) a major effect on an entity's
operations and financial results when any of the following occurs:
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The component of an entity or group of components of an entity
meets the criteria in FASB ASC 205-20-45-1E to be classified as
held for sale.
The component of an entity or group of components of an entity is
disposed of by sale.
The component of an entity or group of components of an entity
is disposed of other than by sale (for example, by abandonment or
in a distribution to owners in a spinoff).

.174 The amendments in this ASU affect an entity that has either of the
following:

r
r

A component of an entity that is either disposed of or meets the
criteria in FASB ASC 205-20-45-1E to be classified as held for sale
A business or not-for-profit activity that, on acquisition, meets the
criteria in FASB ASC 205-20-45-1E to be classified as held for sale

.175 A public business entity and a not-for-profit entity that has issued,
or is a conduit bond obligor for, securities that are traded, listed, or quoted on
an exchange or an over-the-counter market should apply the amendments in
this ASU prospectively to both of the following:

r
r

All disposals (or classifications as held for sale) of components of
an entity that occur within annual periods beginning on or after
December 15, 2014, and interim periods within those years
All businesses or not-for-profit activities that, on acquisition, are
classified as held for sale that occur within annual periods beginning on or after December 15, 2014, and interim periods within
those years

.176 All other entities should apply the amendments in this ASU prospectively to both of the following:

r
r

All disposals (or classifications as held for sale) of components of
an entity that occur within annual periods beginning on or after
December 15, 2014, and interim periods within annual periods
beginning on or after December 15, 2015
All businesses or not-for-profit activities that, on acquisition, are
classified as held for sale that occur within annual periods beginning on or after December 15, 2014, and interim periods within
annual periods beginning on or after December 15, 2015

.177 An entity should not apply the amendments in this ASU to a component of an entity, or a business or not-for-profit activity, that is classified as held
for sale before the effective date even if the component of an entity, business,
or not-for-profit activity, is disposed of after the effective date. Early adoption
is permitted, but only for disposals (or classifications as held for sale) that have
not been reported in financial statements previously issued or available for
issuance.

Developmental Stage Entities
.178 In June 2014, FASB issued ASU No. 2014-10, Development Stage
Entities (Topic 915): Elimination of Certain Financial Reporting Requirements,
Including an Amendment to Variable Interest Entities Guidance in Topic 810,
Consolidation. The objective of the amendments in this ASU is to improve
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financial reporting by reducing the cost and complexity associated with the
incremental reporting requirements for development-stage entities.
.179 The amendments in FASB ASU No. 2014-10 remove the definition
of a development-stage entity from the master glossary of the FASB ASC,
thereby removing the financial reporting distinction between developmentstage entities and other reporting entities from U.S. GAAP. In addition, the
amendments eliminate the requirements for development-stage entities to (1)
present inception-to-date information in the statements of income, cash flows,
and shareholder equity, (2) label the financial statements as those of a development stage entity, (3) disclose a description of the development stage activities
in which the entity is engaged, and (4) disclose in the first year in which the
entity is no longer a development-stage entity that in prior years it had been
in the development stage.
.180 The amendments also clarify that the guidance in FASB ASC 275,
Risks and Uncertainties, is applicable to entities that have not commenced
planned principal operations.
.181 Finally, the amendments remove paragraph 16 of FASB ASC 81010-15. FASB ASC 810-10-15-16 states that a development-stage entity does not
meet the condition in FASB ASC 810-10-15-14(a) to be a VIE if (1) the entity can
demonstrate that the equity invested in the legal entity is sufficient to permit
it to finance the activities that it is currently engaged in, and (2) the entity's
governing documents and contractual arrangements allow additional equity
investments. Under the amendments, all entities within the scope of the VIEs of
FASB ASC 810-10 are required to evaluate whether the total equity investment
at risk is sufficient using the guidance provided in paragraphs 45–47 of FASB
ASC 810-10-25, which requires both qualitative and quantitative evaluations.
Because the term development-stage entity is used in FASB ASC 810-10-15-16,
the definition has been removed from the master glossary concurrent with the
effective date of the amendment removing FASB ASC 810-10-15-16.
.182 The amendments in this ASU affect entities that are developmentstage entities under U.S. GAAP. In addition, the amendments may affect the
consolidation decisions for a reporting entity that has an interest in an entity
that is a development-stage entity.
.183 The amendments related to the elimination of inception-to-date information and the other remaining disclosure requirements of FASB ASC 915,
Developmental Stage Entities, should be applied retrospectively except for the
clarification to FASB ASC 275, which shall be applied prospectively. For public
business entities, those amendments are effective for annual reporting periods
beginning after December 15, 2014, and interim periods therein. For other entities, the amendments are effective for annual reporting periods beginning after
December 15, 2014, and interim reporting periods beginning after December
15, 2015.
.184 For public business entities, the amendment eliminating the exception to the sufficiency-of-equity-at-risk criterion for development-stage entities
in FASB ASC 810-10-15-16 should be applied retrospectively for annual reporting periods beginning after December 15, 2015, and interim periods therein.
For all other entities, the amendments to FASB ASC 810 should be applied retrospectively for annual reporting periods beginning after December 15, 2016,
and interim reporting periods beginning after December 15, 2017.
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.185 Early application of each of the amendments is permitted for any
annual reporting period or interim period for which the entity's financial statements have not yet been issued (public business entities) or made available
for issuance (other entities). Upon adoption, entities will no longer present or
disclose any information required by FASB ASC 915.

Transfers and Servicing
.186 In June 2014, FASB issued ASU No. 2014-11, Transfers and Servicing (Topic 860): Repurchase-to-Maturity Transactions, Repurchase Financings,
and Disclosures. The objective of the amendments in this update is to respond to
concerns about current accounting and disclosures for repurchase agreements
and similar transactions.
.187 The amendments in this ASU require two accounting changes. First,
the amendments in this ASU change the accounting for repurchase-to-maturity
transactions to secured borrowing accounting. Second, for repurchase financing
arrangements, the amendments require separate accounting for a transfer of a
financial asset executed contemporaneously with a repurchase agreement with
the same counterparty, which will result in secured borrowing accounting for
the repurchase agreement.
.188 The amendments in this ASU require disclosures for certain transactions comprising (1) a transfer of a financial asset accounted for as a sale, and
(2) an agreement with the same transferee entered into in contemplation of the
initial transfer that results in the transferor retaining substantially all of the
exposure to the economic return on the transferred financial asset throughout
the term of the transaction. For those transactions outstanding at the reporting
date, the transferor is required to disclose the following by type of transaction
(for example, repurchase agreements, securities lending arrangements, and a
sale with a total return swap):

r
r
r
r

The carrying amount of assets derecognized as of the date of derecognition
The amount of gross proceeds received by the transferor at the
time of derecognition for the assets derecognized
The information about the transferor's ongoing exposure to the
economic return on the transferred financial assets
The amounts that are reported in the statement of financial position arising from the transaction, such as those represented by
derivative contracts

.189 The amendments in this ASU also require the following disclosures
for repurchase agreements, securities lending transactions, and repurchase-tomaturity transactions that are accounted for as secured borrowings:

r
r
r

A disaggregation of the gross obligation by the class of collateral
pledged
The remaining contractual tenor of the agreements
A discussion of the potential risks associated with the agreements
and the related collateral pledged, including obligations arising
from a decline in the fair value of the collateral pledged and how
those risks are managed
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.190 The accounting changes in the amendments affect all entities that
enter into repurchase-to-maturity transactions or repurchase financings. All
entities are subject to new disclosure requirements for certain transactions that
involve a transfer of a financial asset accounted for as a sale. All entities are also
subject to new disclosure requirements for repurchase agreements, securities
lending transactions, and repurchase-to-maturity transactions accounted for
as secured borrowings.
.191 The accounting changes in this ASU are effective for public business
entities for the first interim or annual period beginning after December 15,
2014. For all other entities, the accounting changes are effective for annual periods beginning after December 15, 2014, and interim periods beginning after
December 15, 2015. An entity is required to present changes in accounting for
transactions outstanding on the effective date as a cumulative-effect adjustment to retained earnings as of the beginning of the period of adoption. Earlier
application for a public business entity is prohibited; however, all other entities may elect to apply the requirements for interim periods beginning after
December 15, 2014.
.192 For public business entities, the disclosure for certain transactions
accounted for as a sale is required to be presented for interim and annual
periods beginning after December 15, 2014, and the disclosure for repurchase agreements, securities lending transactions, and repurchase-to-maturity
transactions accounted for as secured borrowings is required to be presented
for annual periods beginning after December 15, 2014, and for interim periods
beginning after March 15, 2015. For all other entities, both new disclosures
are required to be presented for annual periods beginning after December 15,
2014, and interim periods beginning after December 15, 2015. The disclosures
are not required to be presented for comparative periods before the effective
date.

Stock Compensation
.193 In June 2014, FASB issued ASU No. 2014-12, Compensation—Stock
Compensation (Topic 718): Accounting for Share-Based Payments When the
Terms of an Award Provide That a Performance Target Could Be Achieved
after the Requisite Service Period (a consensus of the FASB Emerging Issues
Task Force).
.194 Entities commonly issue share-based payment awards that require
a specific performance target to be achieved in order for employees to become
eligible to vest in the awards. Examples of performance targets include an
entity attaining a specified profitability metric or selling shares in an initial
public offering. Generally, an award with a performance target also requires an
employee to render service until the performance target is achieved. In some
cases, however, the terms of an award may provide that the performance target
could be achieved after an employee completes the requisite service period. That
is, the employee would be eligible to vest in the award regardless of whether the
employee is rendering service on the date the performance target is achieved.
.195 Current U.S. GAAP does not contain explicit guidance on how to
account for those share-based payments. Many reporting entities account for
performance targets that could be achieved after the requisite service period
as performance conditions that affect the vesting of the award and, therefore,
do not reflect the performance target in the estimate of the grant-date fair
value of the award. Other reporting entities treat those performance targets as
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nonvesting conditions that affect the grant-date fair value of the award. This
ASU is intended to resolve the diverse accounting treatment of those awards
in practice.
.196 The amendments require that a performance target that affects vesting and that could be achieved after the requisite service period be treated as
a performance condition. A reporting entity should apply existing guidance in
FASB ASC 718, Compensation—Stock Compensation, as it relates to awards
with performance conditions that affect vesting to account for such awards. As
such, the performance target should not be reflected in estimating the grantdate fair value of the award. Compensation cost should be recognized in the period in which it becomes probable that the performance target will be achieved
and should represent the compensation cost attributable to the period(s) for
which the requisite service has already been rendered. If the performance target becomes probable of being achieved before the end of the requisite service
period, the remaining unrecognized compensation cost should be recognized
prospectively over the remaining requisite service period. The total amount
of compensation cost recognized during and after the requisite service period
should reflect the number of awards that are expected to vest and should be adjusted to reflect those awards that ultimately vest. The requisite service period
ends when the employee can cease rendering service and still be eligible to vest
in the award if the performance target is achieved. As indicated in the definition
of vest, the stated vesting period (which includes the period in which the performance target could be achieved) may differ from the requisite service period.
.197 The amendments in this ASU apply to all reporting entities that
grant their employees share-based payments in which the terms of the award
provide that a performance target that affects vesting could be achieved after
the requisite service period. That is the case when an employee is eligible to
retire or otherwise terminate employment before the end of the period in which
a performance target (for example, an initial public offering or a profitability
target) could be achieved and still be eligible to vest in the award if and when
the performance target is achieved.
.198 For all entities, the amendments in this ASU are effective for annual
periods and interim periods within those annual periods beginning after December 15, 2015. Earlier adoption is permitted. The effective date is the same
for both public business entities and all other entities.
.199 Entities may apply the amendments in this ASU either (a) prospectively to all awards granted or modified after the effective date, or (b) retrospectively to all awards with performance targets that are outstanding as of
the beginning of the earliest annual period presented in the financial statements and to all new or modified awards thereafter. If retrospective transition
is adopted, the cumulative effect of applying this ASU as of the beginning of the
earliest annual period presented in the financial statements should be recognized as an adjustment to the opening retained earnings balance at that date.
Additionally, if retrospective transition is adopted, an entity may use hindsight
in measuring and recognizing the compensation cost.

Consolidation
.200 In August 2014, FASB issued ASU No. 2014-13, Consolidation (Topic
810): Measuring the Financial Assets and the Financial Liabilities of a Consolidated Collateralized Financing Entity (a consensus of the FASB Emerging
Issues Task Force), to provide an alternative to FASB ASC 820, Fair Value
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Measurement, for measuring the financial assets and the financial liabilities
of a consolidated collateralized financing entity, to eliminate that difference. A
reporting entity is required to consolidate in its financial statements a collateralized financing entity, such as a collateralized debt obligation or collateralized
loan obligation entity, when the reporting entity determines that it is the primary beneficiary of the collateralized financing entity in accordance with the
guidance in FASB ASC 810 on consolidation. A collateralized financing entity
is a VIE with no more than nominal equity that holds financial assets and that
issues beneficial interests in those financial assets; the beneficial interests have
contractual recourse only to the related assets of the collateralized financing
entity and are classified as financial liabilities. A reporting entity may be the
primary beneficiary when it holds some of the beneficial interests issued by
the collateralized financing entity. In some instances, a reporting entity may
be the primary beneficiary if it only holds beneficial interests that represent
compensation for services (such as management fees or servicing fees).
.201 Many reporting entities currently elect or are required to account for
the financial assets and the financial liabilities of a consolidated collateralized
financing entity at fair value. The fair value, as determined under GAAP, of a
collateralized financing entity's financial assets may differ from the fair value
of its financial liabilities even when the financial liabilities have recourse only
to the financial assets. The task force received input indicating that diversity
in practice has developed in the accounting for this measurement difference in
both the initial consolidation and the subsequent measurement of the financial
assets and the financial liabilities of a collateralized financing entity. This
update addresses that measurement difference.
.202 After transition, the amendments in this update apply to a reporting
entity that is required to consolidate a collateralized financing entity under the
VIE subsections of FASB ASC 810-10 when (1) the reporting entity measures
all of the financial assets and the financial liabilities of that consolidated collateralized financing entity at fair value in the consolidated financial statements
based on other topics, and (2) the changes in the fair values of those financial
assets and financial liabilities are reflected in earnings.
.203 The amendments in this update are effective for public business
entities for annual periods, and interim periods within those annual periods,
beginning after December 15, 2015. For entities other than public business
entities, the amendments in this update are effective for annual periods ending
after December 15, 2016, and interim periods beginning after December 15,
2016. Early adoption is permitted as of the beginning of an annual period.
.204 A reporting entity may apply the amendments in this update using
a modified retrospective approach by recording a cumulative-effect adjustment
to equity as of the beginning of the annual period of adoption. A reporting entity
may also apply the amendments retrospectively to all relevant prior periods
beginning with the annual period in which the amendments in FASB ASU No.
2009-17, Consolidations (Topic 810): Improvements to Financial Reporting by
Enterprises Involved with Variable Interest Entities, were initially adopted.
.205 A reporting entity that consolidates a collateralized financing entity
that does not meet the scope requirements in this update because the fair value
option in FASB ASC 825, Financial Instruments, was not elected to measure
the eligible financial assets, financial liabilities, or both of the collateralized
financing entity when it was initially consolidated, may elect at the date of
adoption to apply the measurement alternative in this update to those financial
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assets and financial liabilities or to continue using the guidance in other topics
to measure the financial assets and the financial liabilities of the consolidated
collateralized financing entity. A reporting entity that does not elect to use
the measurement alternative may not elect at the date of adoption to use the
measurement requirements of FASB ASC 820 on fair value measurement or to
otherwise change its basis for measuring the financial assets or the financial
liabilities of the collateralized financing entity.

Receivables
.206 In August 2014, FASB issued ASU No. 2014-14, Receivables—
Troubled Debt Restructurings by Creditors (Subtopic 310-40): Classification of
Certain Government-Guaranteed Mortgage Loans upon Foreclosure (a consensus of the FASB Emerging Issues Task Force), to reduce diversity in practice
by providing guidance on how to classify and measure certain governmentguaranteed mortgage loans upon foreclosure.
.207 Under certain government-sponsored loan guarantee programs,
qualifying creditors can extend mortgage loans to borrowers with a guarantee that entitles the creditor to recover all or a portion of the unpaid principal balance from the government if the borrower defaults. The most common
government-sponsored programs that provide such guarantees in the United
States are those offered by the Federal Housing Administration (FHA) of the
U.S. Department of Housing and Urban Development, and the U.S Department
of Veterans Affairs (VA). The FHA provides a full guarantee of the unpaid principal balance of certain residential and nonresidential mortgage loans. The VA
provides a partial guarantee of the unpaid principal balance of certain residential mortgage loans. To make a claim on the guarantee, these government
programs generally either require or allow the creditor to convey to the government the real estate property obtained by the creditor upon foreclosure.
.208 GAAP on troubled debt restructurings provides classification and
measurement guidance for situations in which a creditor obtains a debtor's
assets in satisfaction of the receivable, including receipt of assets through
foreclosure, but it does not provide specific guidance on how to classify or
measure foreclosed mortgage loans that are guaranteed by the government.
.209 Currently, there is diversity in practice related to how creditors classify government-guaranteed mortgage loans, including FHA- or VA-guaranteed
loans, upon foreclosure. Some creditors reclassify those loans to real estate
consistent with other foreclosed loans that do not have guarantees; others reclassify the loans to other receivables. The objective of this update is to reduce
that diversity by addressing the classification of certain foreclosed mortgage
loans held by creditors that are either fully or partially guaranteed under
government programs. Greater consistency in classification of such mortgage
loans upon foreclosure is expected to provide more useful decision-making information about a creditor's foreclosed mortgage loans that are expected to be
recovered, at least in part, through government guarantees.
.210 The amendments in this update affect creditors that hold government-guaranteed mortgage loans, including those guaranteed by the FHA and
the VA.
.211 The amendments in this update require that a mortgage loan be derecognized and that a separate other receivable be recognized upon foreclosure if
the following conditions are met:
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The loan has a government guarantee that is not separable from
the loan before foreclosure.
At the time of foreclosure, the creditor has the intent to convey
the real estate property to the guarantor and make a claim on the
guarantee, and the creditor has the ability to recover under that
claim.
At the time of foreclosure, any amount of the claim that is determined on the basis of the fair value of the real estate is fixed.

.212 Upon foreclosure, the separate other receivable should be measured
based on the amount of the loan balance (principal and interest) expected to be
recovered from the guarantor.
.213 The amendments in this update are effective for public business
entities for annual periods, and interim periods within those annual periods,
beginning after December 15, 2014. For all other entities, the amendments in
this update are effective for annual periods ending after December 15, 2015,
and interim periods beginning after December 15, 2015.
.214 An entity should adopt the amendments in this update using either
a prospective transition method or a modified retrospective transition method.
For prospective transition, an entity should apply the amendments in this
update to foreclosures that occur after the date of adoption. For modified retrospective transition, an entity should apply the amendments in this update
by means of a cumulative-effect adjustment (through a reclassification to a
separate other receivable) as of the beginning of the annual period of adoption.
Prior periods should not be adjusted. However, a reporting entity must apply
the same method of transition as elected under FASB ASU No. 2014-04. Early
adoption, including adoption in an interim period, is permitted if the entity has
already adopted FASB ASU No. 2014-04.

Going Concern
.215 In August 2014, FASB issued ASU No. 2014-15, Presentation of Financial Statements—Going Concern (Subtopic 205-40): Disclosure of Uncertainties about an Entity's Ability to Continue as a Going Concern, to provide
guidance about management's responsibility to evaluate whether there is substantial doubt about an entity's ability to continue as a going concern or to
provide related footnote disclosures.
.216 Under GAAP, continuation of a reporting entity as a going concern
is presumed as the basis for preparing financial statements unless and until
the entity's liquidation becomes imminent. Preparation of financial statements
under this presumption is commonly referred to as the going concern basis of
accounting. If and when an entity's liquidation becomes imminent, financial
statements should be prepared under the liquidation basis of accounting in
accordance with FASB ASC 205-30.
.217 Even if an entity's liquidation is not imminent, there may be conditions or events that raise substantial doubt about the entity's ability to continue
as a going concern. In those situations, financial statements should continue to
be prepared under the going concern basis of accounting, but the amendments
in this update should be followed to determine whether to disclose information
about the relevant conditions and events.

ARA-GEN .212

General Accounting and Auditing Developments—2014/15

41

.218 U.S. auditing standards and federal securities laws require that an
auditor evaluate whether there is substantial doubt about an entity's ability to
continue as a going concern for a reasonable period of time not to exceed one
year beyond the date of the financial statements being audited. U.S. auditing
standards also require an auditor to consider the possible financial statement
effects, including footnote disclosures on uncertainties about an entity's ability
to continue as a going concern for a reasonable period of time in AU-C section
570, The Auditor's Consideration of an Entity's Ability to Continue as a Going
Concern (AICPA, Professional Standards), or AU section 341, The Auditor's
Consideration of an Entity's Ability to Continue as a Going Concern (AICPA,
PCAOB Standards and Related Rules, Interim Standards). The SEC also has
guidance on disclosures that it expects from an entity when an auditor's report
includes an explanatory paragraph that reflects substantial doubt about an
entity's ability to continue as a going concern for a reasonable period of time
(The Codification of Financial Reporting Policies, Section 607.02).
.219 In connection with preparing financial statements for each annual
and interim reporting period, an entity's management should evaluate whether
there are conditions or events, considered in the aggregate, that raise substantial doubt about the entity's ability to continue as a going concern within one
year after the date that the financial statements are issued (or within one year
after the date that the financial statements are available to be issued, when
applicable).
.220 Management's evaluation should be based on relevant conditions and
events that are known and reasonably knowable at the date that the financial
statements are issued (or at the date that the financial statements are available
to be issued, when applicable).
.221 Substantial doubt about an entity's ability to continue as a going concern exists when relevant conditions and events, considered in the aggregate,
indicate that it is probable that the entity will be unable to meet its obligations
as they become due within one year after the date that the financial statements
are issued (or available to be issued). The term probable is used consistently
with its use in FASB ASC 450, Contingencies.
.222 When management identifies conditions or events that raise substantial doubt about an entity's ability to continue as a going concern, management
should consider whether its plans that are intended to mitigate those relevant
conditions or events will alleviate the substantial doubt. The mitigating effect
of management's plans should be considered only to the extent that (1) it is
probable that the plans will be effectively implemented and, if so, (2) it is probable that the plans will mitigate the conditions or events that raise substantial
doubt about the entity's ability to continue as a going concern.
.223 If conditions or events raise substantial doubt about an entity's ability to continue as a going concern, but the substantial doubt is alleviated as a
result of consideration of management's plans, the entity should disclose information that enables users of the financial statements to understand all of the
following (or refer to similar information disclosed elsewhere in the footnotes):
a. Principal conditions or events that raised substantial doubt about
the entity's ability to continue as a going concern (before consideration of management's plans)
b. Management's evaluation of the significance of those conditions or
events in relation to the entity's ability to meet its obligations
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c. Management's plans that alleviated substantial doubt about the
entity's ability to continue as a going concern
.224 If conditions or events raise substantial doubt about an entity's ability to continue as a going concern, and substantial doubt is not alleviated after
consideration of management's plans, an entity should include a statement
in the footnotes indicating that there is substantial doubt about the entity's
ability to continue as a going concern within one year after the date that the
financial statements are issued (or available to be issued). Additionally, the entity should disclose information that enables users of the financial statements
to understand all of the following:
a. Principal conditions or events that raise substantial doubt about
the entity's ability to continue as a going concern
b. Management's evaluation of the significance of those conditions or
events in relation to the entity's ability to meet its obligations
c. Management's plans that are intended to mitigate the conditions
or events that raise substantial doubt about the entity's ability to
continue as a going concern
.225 The amendments in this ASU are effective for the annual period
ending after December 15, 2016, and for annual periods and interim periods
thereafter. Early application is permitted.

Recent Pronouncements at a Glance
Recent Auditing and Attestation Pronouncements and Guidance
.226 The following table presents a list of recently issued audit and attestation pronouncements and related guidance.
Recent Auditing and Attestation Pronouncements
and Related Guidance
Statement on
Auditing
Standards
(SAS) No. 128,
Using the Work
of Internal
Auditors
(AICPA,
Professional
Standards,
AU-C sec. 610)
Issue Date:
February 2014
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This SAS supersedes SAS No. 65, The Audit's Consideration
of the Internal Audit Function in an Audit of Financial
Statements (AICPA, Professional Standards, AU-C sec.
610A), and amends SAS No. 122, Statements on Auditing
Standards: Clarification and Recodification, section 315,
Understanding the Entity and Its Environment and Assessing
the Risks of Material Misstatement (AICPA, Professional
Standards, AU-C sec. 315); various other sections in SAS No.
122 (AICPA, Professional Standards, AU-C sec. 200, 220,
230, 240, 260, 265, 300, 402, 500, 550, and 600); and
Statement on Quality Control Standards No. 8, A Firm's
System of Quality Control (Redrafted) (AICPA, Professional
Standards, QC sec. 10). This statement addresses the
external auditor's responsibilities if using the work of
internal auditors. Using the work of internal auditors
includes (a) using the work of the internal audit function in
obtaining audit evidence, and (b) using internal auditors to
provide direct assistance under the direction, supervision,
and review of the external auditor. SAS No. 128 does not
apply if the entity does not have an internal audit function.
This SAS is effective for audits of financial statements for
periods ending on or after December 15, 2014.
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Recent Accounting and Financial Reporting Guidance
.227 The following table presents, by codification area, a list of recently
issued ASUs through the issuance of FASB ASU No. 2014-11. However, this
table does not include ASUs that are SEC updates or that are technical corrections to various topics. FASB ASC does include SEC content to improve
the usefulness of FASB ASC for public companies, but content labeled as "SEC
staff guidance" does not constitute rules or interpretations of the SEC, nor does
such guidance bear official SEC approval.
Recent Accounting Standards Updates
General Update to FASB Accounting Standards Codification (ASC)
Accounting
Standards Update
(ASU) No. 2013-012

Definition of a Public Business Entity—An Addition
to the Master Glossary

(December 2013)
Presentation Area of FASB ASC
ASU No. 2014-08
(April 2014)

Presentation of Financial Statements (Topic 205) and
Property, Plant, and Equipment (Topic 360):
Reporting Discontinued Operations and Disclosures
of Disposals of Components of an Entity

ASU No. 2014-14
(August 2014)

Receivables—Troubled Debt Restructurings by
Creditors (Subtopic 310-40): Classification of Certain
Government-Guaranteed Mortgage Loans upon
Foreclosure (a consensus of the FASB Emerging
Issues Task Force)
Liabilities Area of FASB ASC

ASU No. 2014-01
(January 2014)

ASU No. 2014-02
(January 2014)
ASU No. 2014-04
(January 2014)

Investments—Equity Method and Joint Ventures
(Topic 323): Accounting for Investments in Qualified
Affordable Housing Projects (a consensus of the FASB
Emerging Issues Task Force)
Intangibles—Goodwill and Other (Topic 350):
Accounting for Goodwill (a consensus of the Private
Company Council)
Receivables—Troubled Debt Restructurings by
Creditors (Subtopic 310-40): Reclassification of
Residential Real Estate Collateralized Consumer
Mortgage Loans upon Foreclosure (a consensus of the
FASB Emerging Issues Task Force)
Revenue Area of FASB ASC

ASU No. 2014-09
(May 2014)

Public Entities: Revenue from Contracts with
Customers (Topic 606)
(continued)
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Recent Accounting Standards Updates—continued
Expenses Area of FASB ASC
ASU No. 2014-12
(June 2014)

Compensation—Stock Compensation (Topic 718):
Accounting for Share-Based Payments When the
Terms of an Award Provide That a Performance
Target Could Be Achieved after the Requisite Service
Period (a consensus of the FASB Emerging Issues
Task Force)

Broad Transactions Area of FASB ASC
ASU No. 2014-03
(January 2014)

Derivatives and Hedging (Topic 815): Accounting for
Certain Receive-Variable, Pay-Fixed Interest Rate
Swaps—Simplified Hedge Accounting Approach (a
consensus of the Private Company Council)

ASU No. 2014-05
(January 2014)

Service Concession Arrangements (Topic 853) (a
consensus of the FASB Emerging Issues Task Force)

ASU No. 2014-07
(April 2014)

Consolidation (Topic 810): Applying Variable Interest
Entities Guidance to Common Control Leasing
Arrangements (a consensus of the Private Company
Council)

ASU No. 2014-11
(June 2014)

Transfers and Servicing (Topic 860):
Repurchase-to-Maturity Transactions, Repurchase
Financings, and Disclosures

ASU No 2014-13

Consolidation (Topic 810): Measuring the Financial
Assets and the Financial Liabilities of a Consolidated
Collateralized Financing Entity (a consensus of the
FASB Emerging Issues Task Force)

(August 2014)

Industry Area of FASB ASC
ASU No. 2014-10
(June 2014)

Development Stage Entities (Topic 915): Elimination
of Certain Financial Reporting Requirements,
Including an Amendment to Variable Interest
Entities Guidance in Topic 810, Consolidation

Recently Issued Technical Questions and Answers
.228 The following table presents a list of recently issued nonauthoritative audit, attest, and accounting technical questions and answers issued by
the AICPA. Recently issued questions and answers can be accessed at www
.aicpa.org/InterestAreas/FRC/Pages/RecentlyIssuedTechnicalQuestionsand
Answers.aspx.
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Recently Issued Technical Questions and Answers
Generally Accepted Auditing Standards
Technical Questions "Using Current Auditing Standards for Audits of
and Answers (TIS)
Prior Periods"
section 8100.02
(December 2013)
Auditors' Reports
TIS section 9150.32
(March 2014)
TIS section 9150.33
(March 2014)

"Modification to the Accountant's Compilation or
Review Report When a Client Adopts a Private
Company Council Accounting Alternative"
"Compilation or Review Report in Which
Management Refuses to Include Disclosure Related
to Adoption of a PCC Accounting Alternative"

TIS section 9150.34
(April 2014)

"Modification to the Accountant's Compilation or
Review Report When a Client Adopts a Private
Company Council Accounting Alternative That
Results in a Change to a Previously Issued Report"

TIS section 9160.29
(March 2014)

"Modification to the Auditor's Report When a Client
Adopts a PCC Accounting Alternative"

TIS section 9160.30
(April 2014)

"Modification to the Auditor's Report When a Client
Adopts a PCC Accounting Alternative That Results
in a Change to a Previously Issued Report"

Recent AICPA Independence and Ethics Developments
.229 The Alert Independence and Ethics Developments—2014/15 (product
no. ARAIET14P) contains a complete update on new independence and ethics
pronouncements. This alert will heighten your awareness of independence and
ethics matters likely to affect your practice. Obtain this alert by calling the
AICPA at 888.777.7077 or by visiting www.cpa2biz.com.

AICPA Code of Professional Conduct
.230 At its January 2014 meeting, the Professional Ethics Executive Committee (PEEC) adopted its final version of the revised AICPA Code of Professional Conduct. This project, which commenced in November 2008, was one of
the longest in the PEEC's recent history, spanning more than six years and consuming a significant amount of resources. The result is something that AICPA
members will find to be extremely useful. PEEC restructured and codified the
code so that members and other users of the code can apply the rules and reach
appropriate conclusions more easily and intuitively. This effort is referred to
as the AICPA Ethics Codification Project.
.231 Similar to the recent FASB Codification Project and the ASB's Clarity
Project, the goals of the Ethics Codification Project were to reorganize and
reformat the code into a structure that is easier for members and others to
use, and that will also allow them to reach correct conclusions more quickly
and intuitively. In addition, in order to enhance the user's understanding of
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the code's requirements, the PEEC decided to link certain nonauthoritative
information issued by the AICPA Professional Ethics Division to the related
topics in the code.
.232 While the intent of the project was not specifically to revise the code,
a substantial amount of the code's content was redrafted using consistent drafting and style conventions in order to clarify the existing guidance as part of
the reformatting process. In some cases, the PEEC concluded that the existing guidance should be expanded to make it broader or more understandable.
Consequently, some changes to prior guidance were identified in the PEEC
exposure draft as substantive changes. These revisions are also specifically
noted in the revised code. One of the PEEC's intentional changes was the redrafting of all preexisting ethics rulings as ethics interpretations. Such rulings
had historically been drafted in a question and answer format, which typically
covered a very narrow and specific set of facts and usually focused on one particular issue. In the revised code, all rulings were redrafted as interpretations
and are now codified under their appropriate topics. Furthermore, these new
interpretations (or revised rulings) have often been broadened in scope, and
thus, will likely be more informative to members. Additionally, the revised
code distinguishes rules from interpretations. The following are examples:

r
r

Rule 101, Independence [ET sec. 101 par. .01] is referred to as the
"Independence Rule" [ET sec. 1.200.001] in the revised code.
The content from the ethics ruling entitled "Financial Services
Company Client has Custody of a Member's Assets" [ET sec. 191
par. .081–.082] is incorporated into the "Brokerage and Other
Accounts" interpretation [ET sec. 1.255.020] found under the
subtopic "Depository, Brokerage, and Other Accounts" [ET sec.
1.255] of the "Independence" topic [ET sec. 1.200].

.233 The most significant change brought about by the Ethics Codification Project is the incorporation of two new conceptual frameworks, which are
discussed in a separate section.
.234 The reformatted code is organized in a manner that allows users to
quickly find the requirements that apply to them. It now has four sections,
organized by type of user:

r
r
r
r

Preface—Provides general information about the code and its
structure, contains the broad principles of professional conduct
and definitions, and has new guidance on changes to the code and
the related effective dates. This section is applicable to all users.
Part 1, Members in Public Practice—Contains all guidance applicable to members in public practice.
Part 2, Members in Business—Contains all guidance applicable to
members in business.
Part 3, Other Members—Contains all guidance applicable to all
other members, such as individuals who are retired or not currently in the workforce.

.235 Similar to the other recent codifications projects mentioned previously, parts 1, 2, and 3 each use an organizational structure that starts with
topics, typically broken down by subtopic, which are then broken down by sections, with each subsequent level providing more specific information to the
user. After this material, any nonauthoritative information that is applicable
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to the topic, subtopic, or section is shown in boxed text at the end of the applicable standard. The reformatted code uses a numerical hierarchy similar to that
of the FASB ASC, which allows a user to easily locate relevant information.
The AICPA's Professional Ethics Division has developed a mapping document
that will assist members' understanding of where to find various matters in
the revised code by showing cross-references to the current code. This mapping
document will also be reproduced in the code for a period.
.236 The effective date of the revised code is December 15, 2014; however, the effective date of the new conceptual frameworks is one year later—
December 15, 2015. Members are permitted to implement both the revised
code and the conceptual frameworks prior to their effective dates; however, the
PEEC decided that members should not implement the relevant conceptual
framework prior to implementing the revised code. The revised code will be issued in its electronic format and will be free of charge to all users. It is located
at http://pub.aicpa.org/codeofconduct.

Changes to the Conceptual Framework
.237 Since 2006, the Code of Professional Conduct has included a "Conceptual Framework for AICPA Independence Standards,"5 which is used by
members when considering independence matters that are not specifically addressed in the code. Please note that the existing conceptual framework should
be used only for independence-related matters and does not apply to other parts
of the code. The existing conceptual framework was based on the risk-based
approach that the PEEC and other standard setters typically apply in developing independence standards. The risk-based approach entails evaluating the
risk that the member would not be independent, or that the member would be
perceived as not independent by a reasonable and informed third party with
knowledge of all relevant information. It requires the following three steps:
1. Identify and evaluate potential threats to independence and determine whether those threats are at an acceptable level.
2. Where such threats are not at an acceptable level, the member
must consider and apply appropriate safeguards to eliminate the
threats or reduce them to an acceptable level.
3. If no safeguards are available to eliminate an unacceptable threat
or reduce it to an acceptable level, independence would be considered impaired.
.238 The existing conceptual framework defines safeguards as "controls
that eliminate or reduce threats to independence," and includes a discussion on
the effectiveness of safeguards as well as an expansive (but not all-inclusive)
listing of safeguards that the member may consider applying in the circumstances.
.239 In connection with the Ethics Codification Project, the PEEC decided
that it would be helpful if the code contained guidance on how to address relationships or circumstances that are not addressed in the code but that give
rise to threats to rules other than independence. As a result, the PEEC developed two new conceptual frameworks, one for members in business, and
another for members in public practice. Both of the new conceptual frameworks are to be used only in situations for which the revised code does not
5

ET section 100-1; as of December 15, 2014, ET section 0.400.01.
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contain a specific rule or requirement; however, failure of a member to apply
the conceptual framework in those circumstances will be considered a failure
to comply with the code.
.240 The PEEC has recognized that using the conceptual frameworks may
be unfamiliar to many members, especially those in business who may never
have had to use the threats and safeguards approach before. As a result, members have been given an additional year before they will be required to implement the new conceptual frameworks. Furthermore, the AICPA is developing
a conceptual frameworks toolkit that will assist members in understanding
and applying the conceptual framework concepts to their specific situations.
The toolkit is expected to contain checklists, flowcharts, case summaries, and
frequently asked questions. It will include examples and materials relevant
to members in both public practice and business. The toolkit is expected to
be available in 2015. Check the Ethics Codification Project page for updates
at www.aicpa.org/InterestAreas/ProfessionalEthics/Community/Pages/aicpaethics-codification-project.aspx.

Nonattest Services
.241 The "Nonattest Services" interpretation6 has provided guidance for
many years now to members in public practice concerning the performance
of certain services that could be considered to impair independence. It has
also been revised numerous times to address new or changing practice issues.
Though the guidance in this interpretation has focused on various types of
engagements and activities, it has not contained any requirements or specific
guidance on the effect that multiple nonattest engagements might have on
independence.
.242 In August 2013, the PEEC approved a significant change to the
interpretation that will now require a member in public practice to consider the
cumulative effect on independence that arises from a member or a member's
firm performing multiple permitted nonattest services or engagements. The
new requirement is effective for engagements covering periods beginning on or
after December 15, 2014.
.243 The PEEC has determined that performing multiple nonattest services can increase the significance of the self-review and the management
participation threats, as well as other threats to independence. Under the new
requirements, it is not sufficient for a member to consider only the threats to
independence at the time an engagement to perform a nonattest service begins. Rather, a member is now required to evaluate whether the performance
of multiple nonattest services in the aggregate creates a significant threat to
the member's independence that cannot be reduced to an acceptable level by
the application of the safeguards outlined in the interpretation's general requirements section. In cases where threats are not at an acceptable level, the
interpretation requires the member to apply additional safeguards to eliminate the threats, or to reduce them to an acceptable level. If the threats cannot
be eliminated or reduced to an acceptable level, then the member's independence will be impaired.
.244 Under the new guidance, a member is not required to consider
the possible independence threats created by any nonattest services that are
6

ET sec. 101 par. par. 05; as of December 15, 2014, ET sec. 1.295.

ARA-GEN .240

General Accounting and Auditing Developments—2014/15

49

provided to the member's attest client by other network firms within the member's firm's network.

Certain Services Performed in Connection With an Attest Engagement
.245 The AICPA's Professional Ethics Division has noted for several years
now that there has been confusion among members in public practice concerning services that are typically performed in conjunction with an attest engagement, such as preparation of financial statements, cash-to-accrual conversions,
reconciliations, and similar activities. Many members viewed these services as
part of the attest engagement because they were often enumerated in the audit, review, or compilation engagement letter. More specifically, members were
seeking clarity regarding whether such services are simply a part of the attest
engagement or whether they are actually a separate engagement that would be
subject to the general requirements of the "Nonattest Services" interpretation.
.246 PEEC recently clarified these situations and added guidance to
the "Nonattest Services" interpretation in the "Activities Related to Attest
Services"7 section that "activities such as financial statement preparation,
cash-to-accrual conversions, and reconciliations are considered outside the
scope of the attest engagement and, therefore, constitute a nonattest service.
Such activities would not impair independence provided the requirements of
this interpretation are met."
.247 The requirements referenced in the PEEC revision in paragraph .245
are those in the "General Requirements for Performing Nonattest Services"
section of the interpretation. These requirements include determining that
the client has assumed all management responsibilities (and the member has
not assumed any such responsibilities), determining that the client properly
oversees the service, determining that the client evaluates the adequacy and
results of the service, and determining that the client accepts responsibility
for the service. These matters are often outlined specifically in an engagement
letter, which may also cover the attest engagement.
.248 The requirement to treat the aforementioned services, as well as
any other services of a similar nature, as nonattest services is effective for
engagements covering periods beginning on or after December 15, 2014.

Conflicts of Interest
.249 The currently effective Interpretation No. 102-2, "Conflicts of Interest for Members in Public Practice" (AICPA, Professional Standards, ET sec.
102 par. .03), is applicable to members in both public practice and business.
Due to the unique circumstances facing members in public practice and in business, the PEEC felt that it would be more appropriate to have two separate
interpretations in which the guidance is tailored to address conflicts of interest
that might arise when providing professional services to clients (for members in
public practice) and those that may arise when providing professional services
for the member's employing organization (for members in business).
.250 In May 2014, the PEEC adopted a revised Interpretation No. 102-2
and new Interpretation No. 102-7, "Conflicts of Interest for Members in Business" (AICPA, Professional Standards, ET sec. 102 par. .08).

7

ET sec. 101 par. .05; as of December 15, 2014, ET sec. 1.295.010 par. .04.
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.251 In an effort to clarify what would be considered a conflict of interest,
the newly adopted interpretations contain a description of a conflict of interest
and additional examples of situations that may result in a conflict of interest.
The PEEC believes including the description and additional examples in the
interpretations will assist members in identifying the types of relationships
and interests that may give rise to a conflict of interest.
.252 Both interpretations are effective September 30, 2014.

On the Horizon
.253 Auditors should keep abreast of accounting developments and upcoming guidance that may affect their engagements. The following sections
present brief information about some ongoing projects that have particular
significance. Remember that exposure drafts are nonauthoritative and cannot
be used as a basis for changing existing standards.
.254 Information on, and copies of, outstanding exposure drafts may be obtained from the various standard-setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting and auditing projects exist in addition to those discussed
here.

Auditing and Attestation Pipeline—Nonissuers
Letters to Underwriters and Certain Other Requesting Parties
.255 In February 2014, the ASB issued an exposure draft of a proposed
SAS to address practice issues related to the issuance of letters to underwriters. The proposed standard, Amendment to Statement on Auditing Standards
No. 122 Section 920, Letters for Underwriters and Certain Other Requesting
Parties, as Amended, addresses some unintended issues that arose from the
ASB's efforts to clarify the guidance that previously existed in AU section 634,
Letters for Underwriters and Certain Other Requesting Parties.
.256 AU-C section 920 addresses the auditor's responsibilities when engaged to issue letters (common referred to as comfort letters) to requesting
parties in connection with a nonissuer entity's financial statements included in
a registration statement or other securities offerings. The primary purpose of
this proposed SAS is to make the following minor amendments to clarify some
of the provisions contained in AU-C section 920:

r
r
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Not only is the auditor not required to accept an engagement
to issue a comfort letter in connection with the financial statements included in a securities offering, but the auditor is also
not required to provide comfort on every matter requested when
accepting an engagement to issue a comfort letter.
Situations may exist in which one or more component auditors'
reports are included in the securities offering. When comfort letters are issued to underwriters by those component auditors, the
auditor of the group financial statements should read those comfort letters. The auditor should state in the comfort letter that the
procedures related to those components consist solely of reading
the component auditors' comfort letters.

r
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If the auditor states in the comfort letter that the auditor has
issued a review report on the unaudited interim financial information, the auditor should attach the review report to the letter
unless the review report is already included in the securities offering. The redrafting of AU section 634 stated the review report
should be included if the auditor "performed a review." The proposed change clarifies that the review report is only required if a
review report was issued.

.257 The proposed SAS would be effective for comfort letters issued on or
after December 15, 2014.

Proposed Attestation Standards: Clarification and Recodification
.258 Statements on Standards for Attestation Engagements (SSAEs) establish requirements for examining, reviewing, and applying agreed-upon procedures to subject matter other than historical financial statements. For example, the SSAEs apply to examination, review, or agreed-upon procedures
engagements related to a schedule of investment returns, the effectiveness of
controls over the security of a system, a statement of greenhouse gas emissions,
or the privacy of personal information.
.259 In July 2013, the ASB issued Proposed Statement on Standards
for Attestation Engagements (SSAE), Attestation Standards: Clarification and
Recodification. In January 2014, the ASB issued Proposed Statement on Standards for Attestation Engagements, Subject-Matter Specific Attestation Standards: Clarification and Recodification. Both of these proposed SSAEs represent the redrafting of various AT sections to apply the ASB's clarity drafting
conventions and are summarized in the following.
.260 The July 2013 proposed SSAE Attestation Standards: Clarification
and Recodification, would supersede the following AT sections of AICPA Professional Standards:

r
r
r
r

AT section 20, Defining Professional Requirements in Statements
on Standards for Attestation Engagements
AT section 50, SSAE Hierarchy
AT section 101, Attest Engagements
AT section 201, Agreed-Upon Procedures Engagements

Restructuring of the Attestation Standards
.261 The proposed SSAE restructures the attestation standards in the
following chapters:

r
r
r
r

Chapter 1, Concepts Common to All Attestation Engagements (contains the requirements and guidance applicable to any attestation
engagement)
Chapter 2, Examination Engagements
Chapter 3, Review Engagements
Chapter 4, Agreed-Upon Procedures Engagements

.262 Subsequent to the issuance of this exposure draft, in January 2014,
the ASB issued another exposure draft that summarizes its plans to revise the
subject-matter specific chapters to adopt the clarity drafting conventions and
to conform them to chapters 1–4 of this exposure draft. The subject-matter
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specific chapters are expected to be contained in chapters 5–8 of the clarified
attestation standards. The proposed standard related to subject-matter specific
chapters is discussed after this section related to guidance in chapters 1–4.
.263 The proposed SSAE restructures the attestation standards so that
the requirements and guidance applicable to any attestation engagement are
in chapter 1. Separate chapters for examinations, reviews, and agreed-upon
procedures engagements build on the common concepts chapter and include
performance and reporting requirements and application guidance tailored to
the specific type of engagement.
.264 The proposed SSAE, Subject-Matter Specific Attestation Standards:
Clarification and Recodification, would supersede the following:

r
r
r

AT section 301, Financial Forecasts and Projections
AT section 401, Reporting on Pro Forma Financial Information
AT section 601, Compliance Attestation

.265 The chapters included in this exposure draft are subject-matter specific chapters that build on chapters 1–4 of the July 2013 exposure draft (the
general chapters); for example, an examination of a forecast or a review of pro
forma financial information. To avoid repetition, the subject matter-specific
chapters do not repeat the requirements and application guidance found in the
general chapters, with the exception of a repetition of the basic report elements
for the particular engagement(s) covered by the chapter.
.266 It is anticipated that the proposed guidance in the two exposure
drafts would be effective simultaneously because the ASB expects to combine
the two exposure drafts into a single issued SSAE with a single effective date.
See the effective date discussion in the subsequent section of this chapter for
the currently expected effective date of the two related projects.

Auditing and Attestation Pipeline—Issuers
Auditor’s Reporting Model
.267 In August 2013, the PCAOB proposed a new auditing standard to
enhance the auditor's reporting model. The proposed standard would retain
the pass/fail model and the basic elements of the current auditor's report, but
would require the auditor to communicate a wider range of information specific
to the particular audit.
.268 The proposed standard would require

r
r
r
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the communication of critical audit matters as determined by the
auditor;
enhancements to existing language in the auditor's report related
to the auditor's responsibilities for fraud and notes to the financial
statements; and
the addition of new elements to the auditor's report related to
—

auditor independence;

—

auditor tenure; and

—

the auditor's responsibilities for, and the results of, the
auditor's evaluation of other information outside the financial statements.
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Critical Audit Matters
.269 Critical audit matters are those matters the auditor addressed during
the audit of the financial statements that

r
r
r

involved the most difficult, subjective, or complex auditor judgments;
posed the most difficulty to the auditor in obtaining sufficient
appropriate evidence; and
posed the most difficulty to the auditor in forming an opinion on
the financial statements.

.270 Critical audit matters ordinarily are matters of such importance that
they are

r
r
r

included in engagement completion documents;
reviewed by the engagement quality reviewer; and
communicated to the audit committee.

.271 Factors that the auditor should take into account when determining
critical audit matters are as follows:

r
r
r
r
r
r
r
r

The degree of subjectivity involved when determining or applying
audit procedures to address the matter or when evaluating the
results of those procedures
The nature and extent of audit effort required to address the
matter
The nature and amount of available relevant and reliable evidence
regarding the matter or the degree of difficulty in obtaining such
evidence
The severity of control deficiencies identified relevant to the matter, if any
The degree to which the results of audit procedures to address
the matter resulted in changes in the auditor's risk assessments,
including risks that were not identified previously, or required
changes to planned audit procedures, if any
The nature and significance, quantitatively or qualitatively, of
corrected and accumulated uncorrected misstatements related to
the matter, if any
The extent of specialized skill or knowledge needed to apply audit
procedures to address the matter or evaluate the results of those
procedures, if any
The nature of consultations outside the engagement team regarding the matter, if any

.272 The description for each critical audit matter in the auditor's report
would

r
r
r

identify the critical audit matter;
describe the considerations that led the auditor to determine that
the matter is a critical audit matter; and
refer to the relevant financial statement accounts and disclosures
that relate to the critical audit matter, when applicable.
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Accounting and Financial Reporting Pipeline
Financial Instruments
.273 In February 2013, FASB issued a proposed ASU, Financial
Instruments—Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial Liabilities, and in April 2013, FASB issued a
proposed ASU, Financial Instruments—Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial Liabilities—Proposed
Amendments to the FASB Accounting Standards Codification. The guidance
in the first proposed ASUs focuses on creating a comprehensive framework
for the classification and measurement of the financial instruments within
its scope. An entity would determine the classification and measurement of a
financial asset, upon initial recognition, by first considering whether the contractual terms of the asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding
(the contractual cash flow characteristics criterion). If so, an entity would then
consider the business model in which the asset is managed, along with other
financial assets, to determine its classification and measurement. An entity
would be required to measure financial assets that do not meet the contractual
cash flow characteristics criterion at fair value, with all changes in fair value
recognized in net income.
.274 The second proposed ASU includes amendments to FASB ASC 82510 to reflect FASB's decision to eliminate the fair value options in FASB ASC
825-10-15-4 for financial instruments that are not in the scope of the proposed
ASU on financial instruments.
.275 FASB believes that retaining the unconditional fair value options
has the potential to impair comparability and, thus, make financial statements
less decision-useful. FASB further believes that such fair value options are no
longer needed given its projects on financial instruments, insurance contracts,
and revenue recognition. Thus, it decided to link the transition and effective
date for eliminating these fair value options to those respective projects.
.276 The project is expected to be completed during the second half of
2014.

Going Concern
.277 In June 2013, FASB issued proposed ASU Presentation of Financial
Statements (Topic 205): Disclosure of Uncertainties about an Entity's Going
Concern Presumption. Under U.S. GAAP, financial statements are prepared
under the inherent presumption that the reporting entity will be able to continue as a going concern (that is, the entity will continue to operate such that it
will be able to realize its assets and meet its obligations in the ordinary course
of business [the going concern presumption]). The going concern presumption
is critical to financial reporting because it establishes the fundamental basis
for measuring and classifying assets and liabilities.
.278 Financial statements are prepared under the going concern presumption unless and until an entity's liquidation is imminent. When liquidation is
imminent, an entity starts applying the liquidation basis of accounting as described in FASB ASC 205-30.
.279 Even before an entity's liquidation is imminent, there may be uncertainties about an entity's ability to continue as a going concern and, therefore,
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about its going concern presumption (going concern uncertainties). Currently,
there is no guidance in U.S. GAAP about management's responsibilities in
evaluating or disclosing going concern uncertainties or when and how going
concern uncertainties should be disclosed in an entity's financial statement
footnotes. U.S. auditing standards and federal securities laws require that an
auditor evaluate whether substantial doubt exists about an entity's ability to
continue as a going concern for a reasonable period of time. Auditing standards
also require auditors to assess the possible financial statement effects, including the adequacy of disclosures on uncertainties about the entity's ability to
continue as a going concern for a reasonable period of time as described in
AU-C section 570 or PCAOB AU section 341.
.280 FASB received input indicating that the lack of guidance in U.S.
GAAP and the varying interpretations of when and how going concern uncertainties should be disclosed under the auditing standards, resulting in diversity
in the timing, nature, and extent of existing footnote disclosures. The proposed
amendments in this ASU are intended to provide preparers with guidance in
U.S. GAAP about management's responsibilities for evaluating and disclosing
going concern uncertainties and, thereby, reduce existing diversity in footnote
disclosures. In doing so, FASB believes that the proposed amendments would
also improve the timeliness and the quality of footnote disclosures about going
concern uncertainties.
.281 The proposed amendments would provide guidance in U.S. GAAP
about management's responsibilities when evaluating an entity's going concern
uncertainties and the timing and content of related footnote disclosures. An
entity would evaluate going concern uncertainties by assessing the likelihood
that the entity would be unable to meet its obligations as they become due
within 24 months after the financial statement date.
.282 An entity would evaluate going concern uncertainties at each annual
and interim reporting period and start providing footnote disclosures when it
is either (a) more likely than not that the entity will be unable to meet its
obligations within 12 months after the financial statement date without taking
actions outside the ordinary course of business, or (b) known or probable that
the entity will be unable to meet its obligations within 24 months after the
financial statement date without taking actions outside the ordinary course
of business. When determining whether disclosures are necessary, an entity
would assess information about conditions and events that exist at the date
the financial statements are issued (or for a nonpublic entity, the date that
the financial statements are available to be issued). Mitigating conditions and
events would also be considered. When determining whether disclosures are
necessary, however, an entity would not consider the potential mitigating effect
of management's plans that are outside the ordinary course of business.
.283 When the previous disclosure threshold is met, an entity would disclose in the footnotes a description of (a) the principal conditions and events
that give rise to the entity's potential inability to meet its obligations, (b) the
possible effects those conditions and events could have on the entity, (c) management's evaluation of the significance of those conditions and events, (d) mitigating conditions and events, and (e) management's plans that are intended
to address the entity's potential inability to meet its obligations. Disclosures
may be less extensive in the early stages because available information may
be limited. In subsequent reporting periods, disclosures may, depending on
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the circumstances, become more extensive as additional information becomes
available about the conditions and events and management's plans.
.284 Additionally, the proposed amendments would require an entity that
is an SEC filer to evaluate whether substantial doubt exists about its going
concern presumption. If substantial doubt exists, the entity would disclose that
determination in the footnotes. Substantial doubt would exist if, after assessing
existing conditions and events and after considering all of management's plans
(including those outside the ordinary course of business), the entity concludes
that it is known or probable that it will be unable to meet its obligations within
24 months after the financial statement date. An entity that is not an SEC
filer would not be required to evaluate or disclose whether substantial doubt
exists about its going concern presumption but would be required to apply all
the other disclosure requirements within the proposed amendments.

Extraordinary and Items
.285 In July 2014, FASB issued a proposed ASU, Income Statement—
Extraordinary and Unusual Items (Subtopic 225-20): Simplifying Income Statement Presentation by Eliminating the Concept of Extraordinary Items, which
would eliminate from GAAP the concept of extraordinary items.
.286 If an event or transaction meets the current criteria for extraordinary
classification, an entity is required to segregate the extraordinary item from
the results of ordinary operations and show the item separately in the income
statement, net of tax, after income from continuing operations. The entity is
also required to disclose applicable income taxes and either present or disclose
earnings-per-share data applicable to the extraordinary item.
.287 Eliminating the concept of extraordinary items would save time and
reduce costs for preparers because they would not have to assess whether
a particular event or transaction event is extraordinary (even if they would
ultimately conclude it is not). This also alleviates uncertainty for preparers,
auditors, and regulators because auditors and regulators no longer would need
to evaluate whether a preparer presented an unusual and/or infrequent item
appropriately.
.288 The board believes that the proposed ASU will not result in a loss of
information because while the amendments would eliminate the requirements
in FASB ASC 225-20 for reporting entities to consider whether an underlying
event or transaction is extraordinary, the presentation and disclosure guidance for items that are unusual in nature or infrequently occurring would be
retained.
.289 The board expects that the proposed ASU would be applied prospectively for extraordinary items in annual periods, and interim periods within
those annual periods, beginning after December 15, 2015. Early adoption would
be permitted. At transition, an entity would be required only to disclose, if applicable, that an item included in income from continuing operations after
adoption of this ASU relates to an adjustment of an item previously separately
classified and presented as an extraordinary item before the date of adoption.

Inventory
.290 In July 2014, FASB issued a proposed ASU, Inventory (Topic 330):
Simplifying the Measurement of Inventory, which proposed that inventory be
measured at the lower of cost or net realizable value.
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.291 The board has heard from stakeholders that the guidance on the
measurement of inventory is unnecessarily complex because there are several
potential outcomes. FASB ASC 330, Inventory, currently requires a reporting
entity to measure inventory at the lower of cost or market. Market could be
replacement cost, net realizable value, or net realizable value less an approximately normal profit margin.
.292 To simplify the measurement of inventory, the board proposes that
inventory should be measured at the lower of cost and net realizable value.
Net realizable value is defined in the FASB ASC master glossary as the
"estimated selling prices in the ordinary course of business, less reasonably predictable costs of completion, disposal, and transportation." The amendments
would eliminate the guidance in FASB ASC 330 that requires a reporting entity to also consider the replacement cost of inventory and the net realizable
value of inventory, less an approximately normal profit margin.
.293 The proposed ASU would also more closely align the measurement
of inventory in GAAP with the measurement of inventory in IFRS. IAS 2,
Inventories, requires inventory to be measured at the lower of cost and net
realizable value. The term net realisable value is defined in IAS 2 as "the
estimated selling price in the ordinary course of business less the estimated
costs of completion and the estimated costs necessary to make the sale," which
is similar to the definition in GAAP.
.294 Some of the other guidance in FASB ASC 330 is being amended to
more clearly articulate the requirements for the measurement and disclosure
of inventory. Other than the change in the subsequent measurement guidance
from the lower of cost or market to the lower of cost and net realizable value,
there would be no other changes to the guidance in measuring inventory. The
methods of estimating the cost of inventory under GAAP (for example, average
cost; first-in, first-out; last-in, first-out; and the retail inventory method) would
not be changed by the amendments in this proposed ASU.
.295 The board expects that the proposed amendments would be applied
prospectively for the measurement of inventory in annual periods, and interim
periods within those annual periods, beginning after December 15, 2015. Early
adoption would be permitted. The only disclosures required at transition would
be the nature of and reason for the change in accounting principle. An entity
would provide that disclosure in the first interim and annual period of adoption.

Intangibles
.296 In August 2014, FASB issued proposed ASU Intangibles—Goodwill
and Other—Internal-Use Software (Subtopic 350-40): Customer's Accounting
for Fees Paid in a Cloud Computing Arrangement, which includes guidance
that would help entities evaluate the accounting for fees paid by a customer in
a cloud computing arrangement.
.297 The amendments in this proposed update would provide guidance to
customers about whether a cloud computing arrangement includes a software
license. If a cloud computing arrangement includes a software license, then the
customer would account for the software license element of the arrangement
consistent with the acquisition of other software licenses. If a cloud computing
arrangement does not include a software license, then the customer would
account for the arrangement as a service contract. The proposed guidance
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would not change GAAP for a customer's accounting for software licenses or
service contracts.
.298 For public business entities, the board expects that the proposed
amendments would be effective for annual periods, including interim periods
within those annual periods, beginning after December 15, 2015. For all other
entities, the proposed amendments would be effective for annual periods beginning after December 15, 2015, and interim periods in annual periods beginning
after December 15, 2016. Early adoption would be permitted for all entities.
.299 An entity would elect to adopt the proposed amendments either
(1) prospectively to all arrangements entered into or materially modified after
the effective date, or (2) retrospectively. For prospective transition, the only
disclosure requirements at transition would be the nature of and reason for
the change in accounting principle, the transition method, and a qualitative
description of the financial statement line items affected by the change. For retrospective transition, the disclosure requirements at transition would include
the requirements for prospective transition and quantitative information about
the effects of the accounting change.
.300 Comments on this proposed update are due by November 18, 2014.

Disclosure Framework
.301 The FASB issued for exposure a proposed Concepts Statement, Conceptual Framework for Financial Reporting: Chapter 8 Notes to Financial Statement. The comment period closed in July 2014.
.302 The objective and primary focus of this project is to improve the
effectiveness of disclosures in notes to financial statements by clearly communicating the information that is most important to users of each entity's
financial statements. Although reducing the volume of notes to financial statements is not the primary focus, FASB hopes that a sharper focus on important
information will result in reduced volume in most cases.
.303 Achieving the objective of improving effectiveness will require development of a framework that promotes consistent decisions about disclosure
requirements by FASB and the appropriate exercise of discretion by reporting
entities. FASB is also considering whether, and, if so, how, to provide guidance to improve the organization, formatting, and style of notes to financial
statements.

Private Company Council
.304 The PCC continues to work on PCC Issue No. 13-01A, Accounting for
Identifiable Intangible Assets in a Business combination. This issue is related to
the requirement for private companies to separately recognize fewer intangible
assets acquired in a business combination.

Independence and Ethics Pipeline
.305 In June 2014, the PEEC released the exposure draft, Breach
of An Independence Interpretation: Proposed Interpretation of the AICPA
Professional Ethics Division. You can access this document at www.aicpa.org/
InterestAreas/ProfessionalEthics/Community/ExposureDrafts/Downloadable
Documents/2014/2014JuneExposureDraftBreaches.pdf.
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.306 Rule 101 states that a member in public practice shall be independent
in the performance of professional services as required by standards promulgated by bodies designated by council. A breach of an interpretation of the
Independence rule would require a member's firm to resign from an attest engagement regardless of the consequences of the breach. The PEEC believes that
the public interest is not served if a firm is forced to resign from an attest engagement due to a breach of an independence interpretation if the consequences
of the breach are such that they do not affect the attest engagement team's integrity, objectivity, and professional skepticism. Under such circumstances, the
PEEC believes the public interest is better served by robust guidance to assist
members in evaluating the impact of the independence breach and determining
whether the firm should resign from the attest engagement or whether actions
could be taken to satisfactorily address the consequences of the breach. Thus,
the PEEC developed the proposed interpretation, which provides guidance to
assist members in evaluating and addressing the consequences of a breach of
an independence interpretation.
.307 The proposed guidance clearly states that it is not always possible
to address the consequences of a breach of an independence interpretation and
even if a member follows the proposed guidance and believes to have satisfactorily addressed the consequences of a breach, that does not preclude a potential
investigation or enforcement action. In addition, in order for the provisions of
the proposed interpretation to be able to address the consequences of a breach
of an independence interpretation, the firm must have established policies and
procedures designed to provide it with reasonable assurance that the firm,
its personnel, and, when applicable, others subject to independence requirements, maintain independence when required. This would include policies and
procedures designed to provide the firm with reasonable assurance that it is
notified of breaches of an independence interpretation and to enable it to take
appropriate actions to resolve such situations.

Resource Central
.308 The following are various resources that practitioners may find
useful.

Publications
.309 Practitioners may find the following publications useful. Choose the
format best for you—print, ebook, or online. Although the most current editions
available at the date of writing of this alert are subsequently identified, you
will want the newest edition available at the time of purchase:

r
r
r

Audit Guide Analytical Procedures (2012) (product no.
AAGANP12P [paperback], AAGANP12E [eBook], or WAN-XX
[online])
AICPA Audit Risk Assessment Tool and Audit and Accounting
Guide Assessing and Responding to Audit Risk in a Financial
Statement Audit (2012) (product no. AAGRAS12P [paperback],
AAGRAS12E [eBook], or WRA-XX [online])
Audit Guide Special Considerations in Auditing Financial Instruments (2012) (product no. AAGAFI12P [paperback], AAGAFI12E
[eBook], or AAGAFIO [online])
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Guide Compilation and Review Engagements (2013) (product no.
AAGCRV14P [paperback], AAGCRV14E [eBook], or WRC-XX [online])
Audit Guide Auditing Revenue in Certain Industries (2012) (product no. AAGREV12P [paperback], AAGREV12E [eBook], or WARXX [online])
Audit Guide Audit Sampling (2014) (product no. AAGSAM14P
[paperback], AAGSAM14E [eBook], or WAS-XX [online])
Alert Developments in Review, Compilation, and Financial
Statement Preparation Engagements—2014/15 (product no.
ARACRV14P [paperback] or ARACRV14E [eBook])
Alert Independence and Ethics Developments—2014/15 (product
no. ARAIET14P [paperback], ARAIET14E [eBook])
Internal Control—Integrated Framework: Executive Summary,
Framework and Appendices, and Illustrative Tools for Assessing
Effectiveness of a System of Internal Control (3 volume set) (product no. 990025P [paperback] or 990025E [eBook])
Corporations: Checklists and Illustrative Financial Statements
(product no. ACKCOR13P [paperback])
U.S. GAAP Financial Statements—Best Practices in Presentation
and Disclosure (formerly Accounting Trends & Techniques) (product no. ATTATT13P [paperback] or WNG-XX [online])
Audit and Accounting Manual (2014) (product no. AAMAAM14P
[paperback], WAM-XX [online])
The Auditor's Report: Comprehensive Guidance and Examples
(product no. APAARMO [online])
The Engagement Letter: Best Practices and Examples (product no.
APAEGLO [online])
Practice Aid Related-Party Audit Considerations: A Case Study
Approach (product no. APARPS12P [paperback], APARPS12E
[eBook], or APARPSO [online])
Audit Risk Alert Understanding the Responsibilities of Auditors for Audits of Group Financial Statements (product no.
ARAGRP13P [paperback], ARAGRPO [online] or ARAGRP13E
[eBook])
Audit Risk Alert Understanding the Clarified Auditing Standards
(product nos. ARACLA12P, ARACLA12E, or ARACLA12O)

Continuing Professional Education
.310 The AICPA offers a number of continuing professional education
(CPE) courses that are valuable to CPAs working in public practice and industry, including the following:

r
r
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Annual Accounting and Auditing Workshop (product no. 736190
[text], 187798 [DVD/manual]). Whether you are in industry or
public practice, this course keeps you current and informed and
shows you how to apply the most recent standards.
IFRS Certificate Program (product no. 159770). Using a scenariobased series of courses with audio, video, and interactive exercises
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and case studies, this program will guide you through the concepts
of each area of IFRS.
Internal Control Essentials for Financial Managers, Accountants,
and Auditors (product no. 731906 [text]). This course will provide
you with a solid understanding of systems and control documentation at the significant process level.
IFRS vs. GAAP: What are the Differences? (product no. 745943
[text]). Understanding the differences between IFRS and GAAP
is becoming more important for businesses of all sizes. This course
outlines the major differences between IFRSs and GAAP.
IFRS Essentials—GAAP Comparison/IFRS Essentials with
GAAP Comparison: Building a Solid Foundation (product no.
741605 [text]). This course provides you with a greater understanding of what you need to know as the acceptance of international standards continues to grow.
FASB Review for Business and Industry (product no. 730571).
Comprehensive coverage of recent FASB and IASB pronouncements geared to the specific interests of the CPA in corporate
management.

.311 Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.312 CPExpress, offered exclusively through CPA2Biz, is the AICPA's
flagship online learning product. Divided into 1-credit and 2-credit courses
that are available 24 hours a day, 7 days a week, CPExpress offers hundreds
of hours of learning in a wide variety of topics. Subscriptions are available at
www.cpa2biz.com/AST/AICPA CPA2BIZ Pages/C2BOnlineSubscriptionsPage/
Section2/PRDOVR∼PC-BYF-XX/PC-BYF-XX.jsp (product no. BYF-XX). Some
topics of special interest may include the following:

r
r
r
r
r
r
r
r
r
r

Accounting and Auditing Update
Small Business Accounting and Auditing Update
Fair Value Accounting
Accounting for Goodwill and Other Intangibles
Uncertainty in Income Taxes
Revenue Recognition
International Versus U.S. Accounting
Fraud and the Financial Statement Audit
Public Company Update
SEC Reporting

.313 To register for individual courses or to learn more, visit www.cpa2biz
.com.

Webcasts
.314 Stay plugged in to what is happening and earn CPE credit right
from your desktop. AICPA webcasts are high-quality CPE programs that bring
you the latest topics from the profession's leading experts. Broadcast live, they
allow you to interact with the presenters and join in the discussion. If you
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cannot make the live event, each webcast is archived and available for viewing. For additional details on available webcasts, please visit www.cpa2biz
.com/AST/AICPA CPA2BIZ Browse/Store/Webcasts.jsp.

Member Service Center
.315 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Operations Center at 888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.316 Do you have a complex technical question about GAAP, other comprehensive bases of accounting, or other technical matters? If so, use the
AICPA's Accounting and Auditing Technical Hotline. AICPA staff will research
your question and call you back with the answer. The hotline is available
from 9 a.m. to 8 p.m. ET on weekdays. You can reach the Technical Hotline
at 877.242.7212 or online at www.aicpa.org/Research/TechnicalHotline/Pages/
TechnicalHotline.aspx. Members can also e-mail questions to aahotline@
aicpa.org. Additionally, members can submit questions by completing a Technical Inquiry form found on the same website.

Ethics Hotline
.317 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 (select #6 on your phone's keypad, followed by #1) or by e-mail
at ethics@aicpa.org.

Center for Plain English Accounting
.318 The Center for Plain English Accounting (CPEA) is a new service
available to PCPS member firms. It provides expertise and resources in a
straightforward and clear style. Written responses to technical inquiries, webcasts on hot topics, and monthly A&A reports and alerts help practitioners
understand and implement the authoritative professional literature when they
are auditing, reviewing, preparing, and compiling financial statements. To join
the CPEA and take advantage of these valuable resources and to

AICPA Online Professional Library: Accounting and Auditing Literature
.319 The AICPA has created your core accounting and auditing library
online. The AICPA Online Professional Library is now customizable to suit
your preferences or your firm's needs. You can sign up for access to the entire
library. Get access—anytime, anywhere—to FASB ASC; the AICPA's latest
Professional Standards, Technical Practice Aids, Audit and Accounting Guides,
Audit Risk Alerts, Best Practices in Presentation and Disclosure, and more. To
subscribe to this essential online service for accounting professionals, visit
www.cpa2biz.com.

Codified Clarity Standards
.320 The best way to obtain the codified clarity standards is with a subscription to AICPA Professional Standards in the AICPA Online Professional
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Library. Although the individual SASs are available in paperback, this online
codified resource is what you need to update your firm audit methodology
and begin understanding how clarity standards change certain ways you
perform your audits. Visit www.cpa2biz.com/AST/AICPA CPA2BIZ Specials/
MostPopularProductGroups/AICPAResourceOnline/PRD∼PC-005102/PC005102.jsp for online access to AICPA Professional Standards.
.321 You can also get the clarified standards in paperback format. Codification of Statements on Auditing Standards is published each spring and
includes the clarified auditing standards and the attestation standards. Professional Standards, which has the full complement of AICPA standards, is
published each summer.
.322 The codification of clarified standards includes various resources:

r
r
r
r

A preface, "Principles Underlying the Conduct of an Audit in Accordance With Generally Accepted Auditing Standards"
A glossary of terms defined in the standards
Appendixes describing the differences between GAAS and the
ISAs
A table mapping the extant AU sections to the clarified AU-C
sections

Financial Reporting Center of AICPA.org
.323 CPAs face unprecedented changes in financial reporting. As such,
the AICPA has created the Financial Reporting Center to support you in the
execution of high-quality financial reporting. This center provides exclusive
member-only resources for the entire financial reporting process and can be
accessed at www.aicpa.org/frc.
.324 The Financial Reporting Center provides timely and relevant news,
guidance, and examples supporting the financial reporting process. You will
find resources for accounting, preparing financial statements, and performing
various types of engagements, including compilation and review, audit and
attest, and assurance and advisory.
.325 For example, the Financial Reporting Center offers a dedicated section to the Clarity Project. For the latest resources available to help you implement the clarified standards, visit the "Improving the Clarity of Auditing
Standards" page at www.aicpa.org/SASClarity.

Industry Websites
.326 The Internet covers a vast amount of information that may be valuable to auditors, including current industry trends and developments. Some of
the more relevant sites for auditors include those shown in the following table:
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Website Name
AICPA

Content

Website

Summaries of recent
auditing and other
professional standards, as
well as other AICPA
activities

www.aicpa.org
www.cpa2biz.com

AICPA Financial
Reporting Executive
Committee
(formerly known as
the Accounting
Standards
Executive
Committee)

Summaries of recently
issued guides,
whitepapers, and technical
questions and answers
containing financial,
accounting, and reporting
recommendations, among
other things

www.aicpa.org/Interest
Areas/FRC/Accounting
FinancialReporting/
Pages/FinREC.aspx

AICPA Accounting
and Review
Services Committee

Summaries of review and
compilation standards and
interpretations

www.aicpa.org/
research/standards/
compilationreview/
arsc/pages/arsc.aspx

Committee of
Sponsoring
Organizations of the
Treadway
Commission

Information about the
www.coso.org
committee and the internal
control framework
developed by the
committee

Economy.com

Source for analyses, data,
forecasts, and information
on the U.S. and world
economies

The Federal
Reserve Board

Source of key interest rates www.federalreserve.gov

Financial
Accounting
Standards Board
(FASB)

Summaries of recent
accounting
pronouncements and other
FASB activities

www.fasb.org

International
Accounting
Standards Board

Summaries of
International Financial
Reporting Standards and
International Accounting
Standards

www.iasb.org

International
Auditing and
Assurance
Standards Board

Summaries of
www.iaasb.org
International Standards on
Auditing

International
Federation of
Accountants

Information on
standard-setting activities
in the international arena
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Website

Private Company
Council

Information on the
initiative to further
improve FASB's
standards-setting process
to consider needs of private
companies and their
constituents of financial
reporting

www.accounting
foundation.org/
jsp/Foundation/Page/
FAFSectionPage&cid=
1176158985794

Public Company
Accounting
Oversight Board
(PCAOB)

Information on accounting
and auditing activities of
the PCAOB and other
matters

www.pcaob.org

Securities and
Exchange
Commission (SEC)

Information on current
SEC rulemaking and the
Electronic Data Gathering,
Analysis, and Retrieval
database

www.sec.gov

USA.gov

Portal through which all
government agencies can
be accessed

www.usa.gov

ARA-GEN .326

